THE PROCEEDINGS ARE ISSUED TWICE YEAR 
THIS THE FIRST ISSUE FOR 1930 


PROCEEDINGS 


THE 


POLITICAL SCIENCE 


BUSINESS, SPECULATION AND MONEY 


SERIES ADDRESSES AND PAPERS PRESENTED THE ANNUAL 
MEETING THE ACADEMY POLITICAL SCIENCE 
NOVEMBER 22, 


EDITED 


PARKER THOMAS MOON 


PUBLISHED 

ACADEMY POLITICAL SCIENCE 
COLUMBIA UNIVERSITY 

116TH STREET AND New 

Copyright 1930, the Academy Political Science 


by 
} 


THE POLITICAL SCIENCE QUARTERLY 


The Quarterly published the Academy and edited 
the Faculty Political Science Columbia University. 
devoted the historical, statistical and comparative study 
politics, economics and public law. 

Its list contributors includes university and college 
teachers, politicians, lawyers, journalists and business men all 
parts the United States, and European professors and pub- 
licists. follows the most important movements foreign 
politics but gives chief attention questions present in- 
terest the United States. such questions its attitude 
nonpartisan. article signed; and every article, includ- 
ing those the editors, expresses simply the personal view 
the writer. Each issue contains careful book reviews 
specialists, and large numbers recent publications are char- 
acterized brief book notes. 

Communications reference articles, book reviews 
and exchanges should addressed: Managing Editor, 
Political Science Quarterly, Columbia University, New 
York City. Intending contributors are requested retain 
copies articles submitted, the editors disclaim responsibility 
for the safety manuscripts. accompanied stamps, articles 
not found available will returned. 

The Quarterly sent, together with the Proceedings, part 
the membership privileges, all members and subscribing 
bers (libraries, institutions etc.), who pay five dollars annual dues. 
Single numbers, one dollar. Back numbers and bound volumes 
can obtained prices quoted upon request. 


All business communications should addressed THE 
University, New York City. 


} 
: 


PROCEEDINGS 


THE 


ACADEMY POLITICAL SCIENCE 


Volume XIII] JANUARY, 1930 [No. 


BUSINESS, SPECULATION AND MONEY 


SERIES ADDRESSES AND PAPERS PRESENTED THE ANNUAL 
MEETING THE ACADEMY POLITICAL SCIENCE 
NOVEMBER 22, 1929 


EDITED 


PARKER THOMAS MOON 


THE ACADEMY POLITICAL SCIENCE 


COLUMBIA UNIVERSITY 


1930 


2 
ig 
_ 
\ 


COPYRIGHT 


THE ACADEMY POLITICAL SCIENCE 


| 


CONTENTS 


PAGE 


SPECULATION, CREDIT AND BUSINESS 
Hollander 


FLUCTUATIONS BROKERS’ LOANS AND INTEREST 
Benjamin Haggott Beckhart 


NEW MEASURES THE RELATIONS CREDIT AND 


Carl Snyder 
THE BANK AND THE INVESTMENT TRUST 


Edgar Lawrence Smith 
DISCUSSION: SPECULATION, CREDIT AND BUSINESS 
Alexander Dana Noyes, Charles Edward 
Oliver Sprague, Fabian Franklin, Albert 
Atwood, Hollander, Royal Meeker, 
Hardy, Benjamin Beckhart 


CREDIT REGULATION THROUGH THE 
FEDERAL RESERVE SYSTEM 


SOME REMEDIES FOR STOCK 
Henry Rogers Seager 

Randolph Burgess 

PUTTING THE SO-CALLED NEW ERA THE TEST 


Lionel Edie 


(iii) 


ig 
PY, 
| 


CONTENTS 


THE WORKING THE GOLD STANDARD UNDER PRESENT 
Oliver Sprague 


DISCUSSION: CREDIT REGULATION THROUGH THE FED- 


Robert Warren, Rufus Tucker, Robert 
Kent, Royal Meeker, Norman Lombard, Oliver 


George Roberts 


THE PRESENT BUSINESS SITUATION 
Herbert Lehman 


Burgess, William Seward, Thomas, 

Charles Birtwell 

III BUSINESS, SPECULATION AND MONEY 

THE RESPONSIBILITY FOR CREDIT INFLATION. 


SPECULATIVE ASPECTS RECENT ECONOMIC DEVELOP- 
Franz Schneider, Fr. 


| 

: 
| 


PREFACE 


1929, afforded spectacular demonstration the need 

for scientific exploration the subject selected the 
Academy Political Science for discussion its Annual 
Meeting (Forty-ninth Year), namely, the problem Busi- 
ness, Speculation and Seldom has event such 
moment been closely followed conference devoted 
expert analysis its causes and its meaning. The following 
pages, comprising the addresses delivered before the Annual 
Meeting, together with abstracts the ensuing discussions, 
may said have certain vitality and historic interest 
contemporary account the dramatic stock market crash 
1929. For the present time, however, they possess even 
greater value far they present the 
outstanding economists and men affairs the general 
problem financial stability. offering this volume its 
members and the public, the Academy refrains from spon- 
soring one another the conflicting views expressed the 
participants the discussion. The purpose this publication 
lay before the public representative and balanced collec- 
tion expert studies the hope that these may provoca- 
tive further scientific inquiry leading, perhaps, salutary 
action. 

The program the Annual Meeting was follows: 


PROGRAM 


FIRST SESSION 


Wall Street cataclysm October and November, 


Friday, November 22, 1929, 
North Ballroom, Hotel Astor 
TOPIC: Speculation, Credit and Business 
Hon. OGDEN Presiding 


Progress American Finance and Economics. 
HOLLANDER. 


Unable attend. 
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PREFACE 
Fluctuations Brokers’ Loans and Interest 
JAMIN BECKHART. 


New Measures the Relations Credit and Trade. 
CARL SNYDER. 


The Bank and the Investment Trust. EDGAR LAWRENCE 
SMITH. 


Discussion. ALEXANDER DANA STUART 


SECOND SESSION 
Friday, November 22, 2:30 
North Ballroom, Hotel Astor 
TOPIC: Credit Regulation through the 
Federal Reserve System 


HENRY SEAGER, Presiding 


Guides for Bank Issue Operations. RANDOLPH 
BURGESS. 


Putting the So-called New Era Test. 
EDIE. 


The Working the Gold Standard under Present Con- 
ditions. OLIVER SPRAGUE. 


THIRD SESSION 
ANNUAL DINNER MEETING 
Friday, November 22, 
Grand Ballroom, Hotel Astor 
TOPIC: Business, Speculation and Money 
SAMUEL Presiding 


The Responsibility for Credit Inflation. 
ROBERTS. 


The Present Business Situation. Hon. 
LEHMAN. 


Speculation. FRANZ SCHNEIDER, JR. 


attend. 


PREFACE 


The topic headings for the three sessions have been followed 
printing the but the volume whole 
extraordinarily unified. more than one speaker pointed 
out, there are water-tight questions 
this kind. 

The program originally prepared for this Annual Meeting 
underwent considerable eleventh-hour rearrangement, largely 
due the upheaval Wall Street. The Honorable Ogden 
Mills and Mr. Paul Warburg, who were have presided 
the Morning and Afternoon Sessions respectively, were unable 
present and their places were taken Dr. Samuel Mc- 
Cune Lindsay, president the Academy, and Professor Henry 
Rogers Seager, member the Board Directors. Pro- 
fessor David Friday the New School for Social Research, 
who had agreed speak The Control was 
unfortunately detained, was Mr. Stuart Chase the Labor 
Bureau, who was lead the discussion the Morning Session. 

spite these defections, however, the roster speakers 
remains both representative and authoritative, the following 
brief Who’s Who” will indicate. The list arranged 
alphabetically and includes only those speakers whose names 
figured the formal program. 

addition, number distinguished economists attended 
the meetings and participated informally the discussions; 
their names will found the abstracts the discussions. 


BENJAMIN BECKHART, who gave the First 
Session historical review the recent expansion bank 
credit and brokers’ loans, received his and Ph.D. from 
Columbia University, where now Assistant Professor 
Banking the School Business. 


RANDOLPH who discussed Federal Reserve 
policy the Second Session, qualified speak this sub- 
ject nearly ten years the staff the Federal Reserve 
Bank New York. 1920 became editor the bank’s 
Monthly Review Credit and Business Conditions, and 
1923 was made assistant Federal Reserve agent. During the 
World War was statistician for the Council National 
Defense and the War Department, and acting chief statistics 
for the General Staff with the rank major. assistant 


pie)? 
4) 


viii PREFACE 


director the Russell Sage Foundation (1919-1920) pub- 
lished volume Trends School has also 
written numerous articles statistics and finance, well 
The Reserve Banks and the Money Market (1927). 
the annual meeting the Academy 1927 What the 
Federal Reserve System Doing Promote Business 
Stability 


the So-called New Era the Test” was feature the 
Second Session, now conducting investigations under the 
auspices the Investment Research Corporation Detroit. 
After experience including instructorship rhetoric 
Colgate, his alma mater, and year with the Intelligence 
Division the United States Navy, Dr. Edie became asso- 
ciate professor economics Colgate. left Colgate 
1922 spend year the life insurance business, but returned 
his academic career professor economics and later 
director the Bureau Business Research the University 
Indiana. 1927 accepted call the University 
Chicago professor finance. has written numerous 
textbooks and economic studies: Current Social and Industrial 
Forces; Principles the New Economics; Practical Psycho- 
logy for Business Executives; Stabilization Business; Eco- 
nomics; Gold Production and Prices; Money, Bank Credit and 
Prices; Capital, the Money Market and Gold. 


HOLLANDER, who opened the First Session with 
address emphasizing the influence pool operations 
bringing about the 1929 panic, professor political economy 
the Johns Hopkins University, with which has been 
connected for more than thirty years. has written, among 
other things, commentary Ricardo (whose letters 
edited), The Abolition Poverty, War Borrowing and Eco- 
nomic Liberalism. Dr. Hollander among the pioneers who 
have carried the principles economics from the academic 
world into practical affairs. was secretary the Bime- 
tallic Commission abroad 1897, and chairman the munici- 
pal lighting commission Baltimore 1900. The same year 
was selected the secretary war revise the taxation 
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system Porto Rico, and later was appointed treasurer 
the island. carried through successful reorganization 
the treasury department and drew the Hollander law” 
which still regulates the revenue system Porto Rico. From 
1905 1910 played similar réle Santo Domingo, first 
special agent for President Roosevelt and the state depart- 
ment, and later (1908-10) financial adviser the Domini- 
can Republic. has also acted special agent taxation 
the Indian Territory, and arbitrator several industrial 
disputes. 


HERBERT LEHMAN, whose remarks the Dinner Session 
affirmed his belief the fundamental soundness American 
business, lieutenant governor the state New York. 
has been since 1908 partner the firm Lehman Brothers, 
investment bankers, and director various industrial con- 
cerns. the World War attained promotion the rank 
colonel the General Staff, and served assistant director 
purchase, storage and traffic the war department. 
received the Distinguished Service Medal 1919. Colonel 
Lehman trustee the Henry Street Settlement and many 
other welfare institutions. 1928 was elected his 
present office lieutenant governor his native state. 


SAMUEL president the Academy 
Political Science, needs introduction the readers these 


pages. 


ALEXANDER DANA Noyes, who led the discussion the 
First Session, has been financial editor The New York Times 
since 1920. Previously had been reporter and editor 
The New York Tribune, The New York Commercial Adver- 
tiser and The New York Evening Post. Mr. Noyes has lec- 
tured economics Harvard, the University Illinois and 
New York University. has also published Forty Years 
American Finance, The War Period American Finance and 
other books and articles American financial history. 


who spoke the Dinner Meeting 
“The Responsibility for Credit Inflation”, has for the past 
ten years been vice-president the National City Bank 
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New York, and was formerly president the Commercial 
National Bank Chicago. From 1898 1907, and again 
from 1914, was director the United States 
writes Monthly Letter for his bank and 
the author Coin School Iowa and the Silver 
Question; Money, Wages and Prices; Economics for Execu- 
tives; also numerous articles and pamphlets economic 
subjects. 


FRANZ SCHNEIDER, JR., whose address Speculation” 
concluded the Annual Meeting, well known newspaper 
man. was financial editor The Evening Post from 1920 
1925, and since March the latter year has been financial 
editor The New York Sun. Mr. Schneider was graduated 
from the Massachusetts Institute Technology with degree 
biology, and has conducted investigations into hygienic con- 
ditions various American cities. was formerly with the 
American International Corporation, and has been assistant 
the president the National Securities Company. During 
the World War was attached the General Staff with the 
rank major. has contributed Foreign Affairs and 
other periodicals. 


HENRY ROGERS SEAGER, professor political economy 
Columbia University, presided the Second Session and spoke 
briefly Remedies for Stock Professor 
Seager the author widely read economic treatises and 
numerous articles economic questions, but more in- 
timately known members the Academy Political 
Science, both member the Board Directors and 
speaker other Academy meetings. 


EpGAR LAWRENCE SMITH, who discussed the relations be- 
tween banking and the investment trusts the First Session, 
president The Irving Investors Management Company, 
Inc. His career business includes five years with the United 
States Mortgage and Trust Company, three years with Ford, 
Bacon and Davis, engineers, and ten years agricultural in- 


vestigations and organization work. has published various 
articles finance. 
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CARL SNYDER, the Federal Reserve Bank New York, 
presented his address the First Session the significant 
results many years’ investigations the subject New 
Measures the Relations Credit and Trade”. Formerly 
editorial writer the Washington Post, Mr. Snyder has 
for many years been contributor leading economic and 
scientific journals, and the author New Conceptions 
Science; The Cosmic Mechanism; American Railways In- 
vestments; Das Weltbild der Modernen 
Nuova Scienze; and Business Cycles and Business Measure- 
ments. 


OLIVER who contributed authoritative 
discussion Working the Gold Standard under 
Present the Second Session, has been since 1913 
professor banking and finance Harvard University, and 
held professorship economics the Imperial University 
Tokyo from 1905 1908. the author several 
standard works banking and finance: History Crises 
under the National Banking Reform the 
United States; and Theory and History Banking. 


TUCKER, who led the discussion the Afternoon 
Session, now economist with the American Founders Cor- 
poration, New York security house. Mr. Tucker was form- 
erly with the department commerce and the treasury de- 
partment, and prepared the early studies the department 
commerce The Balance International Payments. 


ROBERT WARREN, who led the discussion the Afternoon 
Session, also with security house, Messrs. Case, Pomeroy 
and Company New York. Mr. Warren was formerly con- 
nected with the Federal Reserve Bank New 


the Annual Meeting which this volume permanent 
record has served disseminate accurate information and 
promote intelligent, useful discussion problem great 
public interest, the credit due the distinguished speakers 
who generously contributed their time and expert knowl- 
edge. The officers the Academy extend their cordial thanks 
the speakers and the members the Program Committee. 
The committee consisted the following members: 
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SAMUEL McCuNE Chairman 


Miss ETHEL WARNER, Director 


BENJAMIN BECKHART 
JAMEs BONBRIGHT 

RANDOLPH BURGESS 
NorMAN 
DAVID FRIDAY 

WILLIAM HARDING 
GEORGE HARRISON 
ALANSON HOUGHTON 
LAMONT 
WALTER LAYTON 
WALTER LIPPMANN 


OGDEN MILLs 

PARKER MOON 

HENRY RAYMOND 
ALEXANDER DANA 
THOMAS PARKINSON 
WILLIAM RANSOM 
GEORGE ROBERTS 

FRANZ SCHNEIDER, JR. 
HENRY SEAGER 

SELIGMAN 
ALBERT SHAW 

PAUL WARBURG 
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PANICS AND POOLS 


JACOB HOLLANDER 
Professor Political Economy Johns Hopkins University 


tory not only the most acute the crises which 

intervals during the past two generations have con- 
vulsed the security markets this country and the world, 
but the most distinctive. Little need said its severity. 
intensity momentum, area involvement, precipitancy 
fall, this convulsion stands something the same rela- 
tion its predecessors that the range and complexity cur- 
rent business bear the older economic pace. More im- 
pressive even than its severity the distinctiveness the 1929 
cataclysm. perhaps true that ultimate cause all 
panics are kind. The theologian will point original 
sin; the moralist will quote Jeshurun waxed fat” 

But the economist less concerned with the metaphysical 
ultimate than with the serviceable proximate. His interest, 
both scientist and practical diagnostician, lies 
identifying those positive elements our financial and indus- 
trial structure which, operating upon human nature is, 
produce make possible such lapses into economic barbarism, 
gross their way negro lynchings world wars. 

The panic 1929 will clearly not fit into any the con- 
ventional rubrics. There was exhaustion credit nor 
“loaned-up” banks 1893. The Federal Reserve system 
makes possible expansion credit subject only the avail- 
ability rediscountable paper and the strength the ultimate 
gold reserve. matter fact, the member banks were 
practically out debt the central bank; ratio 
stood the conservative figure seventy-odd, and the current 
price credit was normal. 

There was famine, compelling general bank sus- 
pension—obscured resort clearing-house certificates—as 
The day such monetary strangulation happily 
[455] 


panic 1929 will figure American financial his- 
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over. Thanks again the Reserve system our circulating 
medium elastic the extent making possible for sol- 
vent member bank obtain lawful money meet any drain. 

There was collapse commodity: prices due inflated 
levels, excessive production accumulated inventories 
1920. During the spasm, and since, the index commodity 
prices has undergone little change. 

There were bank crashes topple over the whole financial 
structure, the Overend, Gurney smash 1866, the Bar- 
ing failure 1890, the Knickerbocker Trust suspension 
1907. The Hatry collapse London may have had some 
sympathetic effect; and the time the field cleared 
maimed and wounded, some fatalities may develop. But 
the main true that the greatest panic our half-century 
was neither provoked nor attended bank failures nor busi- 
ness insolvencies. 

There was undue absorption liquid capital nor cir- 
culating credit into fixed forms slow productivity and ex- 
cessive amount Indeed has been maintained with 
some plausibility that the past years have seen undue diver- 


capital and credit from fixed use liquid employment. 


There was mania for bubbles with swelling mass un- 
digested and indigestible issues other crises. Flotations 
were extraordinarily high order, both quality and 
sponsorship, and the most active speculation centered blue 
issues. 

What, then, was responsible for the convulsion? 

The answer simple enough. the past eighteen months 
more, tens thousands ordinarily sane people through- 
out the length and breadth the country, great cities and 
tiny villages, from banking magnates and captains industry 
corner grocers and office stenographers, have proceeded 
the mad theory that shares stock sound enterprises could 
advantageously bought for cash shoestring any 
price without regard earnings prospects, inasmuch the 
growth the country would continuously enlarge the equity 
and boost the price. 

There was allowance for business fatality, for fortuitous 
event, for speculative manipulation, for international disturb- 
ance. The vogue installment buying had mortgaged future 
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earnings the appeal investment trusts had depleted current 
savings; and the lien subscription rights had committed 
prospective income. was unbalanced “gold rush” 
sent Illinois farmers across Death Valley New York shoe- 
makers around the Horn the fifties, and the fate the par- 
ticipants has been not dissimilar. 

essentials exhibit hysteria, the panic 1929 and 
the feverish months leading are certain, however, 
associated the mind the future historian with certain pro- 
vocative causes. For months, when all the signals pointed 
developing speculative mania, sat altruistic sympathy 
with Europe’s monetary troubles and refused raise discount 
rates until the speculative bit was hopelessly lodged between 
the public’s teeth. For months gave receptive ear 
financial ballyhoos, perched high places, who perverted 
widespread public confidence America’s economic future 
into high-pressure selling anything, anywhere, any price. 
Most all, for months remained childlike witnesses the 
grossest and most impudent pool operations the stock ex- 
changes the land—pool operations which were entirely dis- 
associated from the conventional defenses (establishing 
market dissipating torpor), but were simply bare-faced, 
strong-arm manipulation for the rise, which the stock 
exchanges either lent themselves connection with which 
they were unwittingly used. 

Imperfectly understood plain people, marked gentle- 
men’s agreements attended conspiracy silence, the 
effect pool operations for the rise was induce millions 
small buyers, whose interest the successors the Liberty 
Bond purchasers the war period was lately the subject 
such solicitude the financial fraternity, pay deliberately 
inflated prices for their purchases shares, and delude them 
deliberately engineered price advances. single prac- 
ticable lesson drawn from the cataclysm, the 
direction pool operations the stock exchanges the 
United States. single practicable remedy applied, 
the nature informative inquiry and regulative action 
the stock exchanges themselves. 

the stock exchanges persist the traditional attitude 
ignoring the existence pool operations, admitting the 
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fact they insist upon the usefulness least the harmlessness 
such activities, finally recognizing the existence and 
admitting the mischief uncontrolled pool operations, the 
stock exchanges profess their inability regulate prevent 
them—then, least one observer, rushing with academic 
folly where seasoned wisdom fears tread, the inevitable 
alternative public intervention, first ascertain the facts 
and second devise corrective methods. 

Even country conservative the United States and 
area individualistic the security market, the Ameri- 
can people are not likely, for indefinite time, continue 
tolerant masked mischief-making practices, which those 
nominally associated profess ignorance impotence. 

[458] 
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FLUCTUATIONS BROKERS’ LOANS AND 
INTEREST RATES 


BENJAMIN HAGGOTT BECKHART 
Assistant Professor Banking, School Business, Columbia University 


topic brokers’ loans seems irrepressible one 
bobbing periodically like the proverbial bad penny 
give alarm the financial community and disturb 
the otherwise serene calm the academicians. meeting 
the Academy Political Science held nineteen years ago, 
brokers’ loans, street loans they were termed then, occupied 
important place the general discussion which centered 
about the reform the currency. another two decades, 
doubt, the subject brokers’ loans will once again the 
agenda the Academy. 

Nineteen years ago, brokers’ loans were looked upon 
phenomenon intimately associated with the national banking 
system, under which the cash reserves were scattered among the 
many thousands unit banks and deposited reserves were held 
bankers’ balances with banks larger centers, mainly with 
New York City institutions. The New York banks, turn, 
extended these balances the form street loans brokers 
that came about that large part the credit superstruc- 
ture the country rested brokers’ loans inverted 
pyramid. Speakers before the Academy then were optimistic 
their forecasts that this situation would disappear upon the 
mobilization and concentration bank reserves with central 
bank. Primary reserves would thus divorced from stock- 
market operations and even secondary reserves would in- 
vested commercial paper bills exchange which would 
come possess great fluidity and liquidity through the redis- 
count and open-market operations the central banking 
system. 

Meanwhile the twelve Federal Reserve banks have been 
established, the reserves national and other member banks 
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have been concentrated the form deposit balances with 
the Reserve banks, fluidity has been given commercial 
paper eligible for discount, and impetus the formation 
bill market. And yet the concentration credit the form 
street loans has not disappeared. According the statis- 
tics the Stock Exchange, brokers’ borrowings amounted 
September 30, 1929, 8.5 billions dollars, whereas the 
occasion that former meeting the Academy they 
did not exceed billion dollars. Even this amount, small 
present-day standards, was considered inordinately high 
the time many authorities. 


The growth brokers’ loans and the dizzy heights recently 
attained must viewed part the general increasc the 
superstructure credit, marked expansion the total 
loans and investments all banks since 1923 (by which time 
the aftermath war and the post-war inflation had run its 
course), approximately fifteen billions dollars thirty- 
four per cent. This incidentally nearly twice the expansion 
credit during the year and half the participation this 
country the World War. Since the total volume pro- 
duction, adjusted for price changes, expanded only fourteen 
per cent during this period, the superstructure credit order 
have financed the business the country adequately re- 
quired expansion only six billions dollars, whereas the 
actual expansion was nine billions dollars excess this 
amount, and this excess found employment loans against 
securities, investments and real estate loans the absence 
commercial demand. 

Nineteen years ago the superstructure bank credit rested 
upon the volume legal tender cash vaults addition 
balances with other banks. the present time the super- 
structure member bank and indirectly non-member bank 
credit rests the realized deposit balances which member 
banks maintain with the Reserve banks. increase 
member bank reserve balances due gold imports, currency 
retirement increase the amount Federal Reserve 
credit outstanding (other factors remaining equal) will lead 
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multiple increase the superstructure credit, and vice 
increase the superstructure will require increase 
the base, though the sequential relationship usually from 
increase member bank reserves increase bank 
credit. 

Since midsummer, 1923, member bank reserve balances have 
increased approximately 500 million dollars, which per- 
mitted expansion the loans and investments member 
banks billions dollars out total bank credit expan- 
sion billions dollars. Member bank credit expanded 
the ratio the basis the increase the base while 
total bank credit expanded the ratio ratio 
expansion that was made possible very rapid increase 
time deposits. 

understand the expansion the superstructure credit 
must examine into the reasons for the increase the base, 
the factors responsible for the increase member bank re- 
serve balances close 500 million dollars. This increase was 
based the gold imports 1923 and 1924, Federal Re- 
serve open market operations 1924 and 1927 and upon 
slight retirement the volume currency circulation dur- 
ing the past three four years. The reduction the volume 
currency and its failure expand bank credit increased 
has had most significant effect that has permitted 
maximum credit expansion the basis the gold inflow and 
Federal Reserve open market operations. 

Once the superstructure credit has increased, adjusting 
itself the larger base, the reversal the process and the 
contraction credit most difficult and painful process. 

treat now that part the superstructure credit 
utilized brokers, total street loans the part all lenders 
(according the data compiled the Federal Reserve Bank) 
increased five billion dollars from 1923 1929 com- 
pared with increase total bank credit fifteen billions 
dollars. Brokers’ loans increased 333 per cent while 
total loans and investments all banks increased per 
cent, and each year the period with the exception 1926 
the increase brokers’ loans has been much larger proportion- 
ally than the increase total bank credit. From this 
would seem evident that brokers’ loans, although based upon 
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the same factors making possible general increase credit, 
were absorbing far more than their share the available 
credit. 

divide the period from 1923 1929 into its several parts, 
the expansion brokers’ loans through 1924 was largely for 
the account the New York banks. Loans for own account 
increased 400 million dollars and loans for correspondents 
100 millions dollars, expansion which took place 
the basis gold imports and the open market operations the 
Federal Reserve System that year. The increase brokers’ 
loans was fifty per cent compared with increase seven 
per cent the total loans and investments all banks. 

The expansion brokers’ loans 1925 was the main for 
the account correspondent banks which increased their par- 
ticipation the market over 700 million dollars. Loans 
for own account increased slightly. Total brokers’ loans in- 
creased fifty-four per cent while total bank credit expanded 
seven The expansion credit 1925 took place 
the basis very slight increase member bank reserves 
and this reason relatively large increase time deposits. 

The break security prices the early part 1926 
brought about decline brokers’ loans eleven per cent 
but even they ruled 1.5 billions dollars above the 1923 
totals. The decline was substantial loans for own account, 
and somewhat smaller loans for the account out-of-town 
banks, while loans for the account others actually increased. 
Total bank credit 1926 expanded three per cent, which 
about the rate growth necessary keep pace with 

consequence the open market operations the Reserve 
banks 1927, member bank reserve balances increased 181 
million dollars, which permitted increase the loans and 
investments all banks nearly 3.5 billion dollars. large 
was this expansion total credit represented increase 
only six per cent compared with increase thirty- 
seven per cent brokers’ loans during the same period. 

The year 1928 and the first three quarters 1929 may 
considered together, since both years were characterized 
growing maladjustments the credit system, with severe in- 
ternal stresses and strains. One the most portentous de- 
velopments was the increase the total loans and investments 
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all banks three billion dollars compared with in- 
crease deposits only one billion dollars. The decline 
the ratio deposits total credit meant higher rates 
interest and inevitable contraction credit. Further evi- 
dence strain was the great increase member bank borrow- 
ings from the Reserve banks, raising the total nearly bil- 
lion dollars, something more than forty per cent the 
reserve balances member banks. During this time, from 
January, 1928, September, 1929, brokers’ loans increased 
seventy-two per cent compared with increase total 
bank credit six per cent—a wholly unwholesome situation. 

the increase brokers’ loans 2.7 billions dollars 
from January, 1928, October, 1929, the New York banks 
are absolved from responsibility. With the exception 
swings pronounced seasonal character, loans for own ac- 
count the time the crisis ruled under the January, 1928, 
totals. the other hand, loans for the account out-of- 
town banks increased 400 million dollars, reaching high 
point February, 1929, the month the warning issued 
the Federal Reserve Board, sagged for time, and then re- 
covered another high point September. The balance 
the increase brokers’ loans explained the increase 
the loans for account others which the time the 
crisis amounted fifty-eight per cent the total. 

Looking back over this six-year period, one observes ex- 
pansion loans for own account 500 million dollars, for the 
account out-of-town banks 1.1 billions dollars and for 
the account others 3.4 billions dollars. Fundamentally 
this expansion credit, like that utilized other employ- 
ments, was made possible absolute increases the reserves 
member banks, enlarged the Federal Reserve open 
market policy, gold imports, and relative declines the 
reserve percentages member banks due rapid increases 
time deposits. 

this review have not separated bank loans brokers 
from loans for the account others. Those funds, representing 
mainly the liquid resources corporations and investment 
trusts, were derived part from profits and part through the 
sale securities. far they were derived from profits 
they were not directly related the credit policies our central 
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commercial banks, but far they were derived from 
the sale securities the relation between these funds and bank 
credit policies closer one. Though loans for the account 
others may increase without forcing increase member 
bank reserve balances, they constitute contingent liabil- 
bank reserves and such should included any 
discussion credit changes the brokers’ loan market. 


Throughout the major portion this six-year period inter- 
est rates have responded temporary money market phenom- 
ena rather than fundamental alterations the supply 
capital goods changes rates time valuation. Only 
1926 might normal situation said have existed the 
money market. 1924 and 1927 interest rates were low 
reason Federal Reserve policy, while 1925, 1928 and 
1929 interest rates were rising and high reason Federal 
Reserve policy which forced increases member bank borrow- 
ings and reason the demands the part the Stock 
Exchange for the increasing use and retention unduly 
large share the superstructure credit. 

The interactions between brokers’ loans and interest rates 
are manifold, making extremely difficult untangle the in- 
tricately woven web cause and effect. increase brok- 
ers’ loans, with other factors equal, may lead increase 
interest increasing rates interest will draw additional 
funds for Stock Exchange use. call rates eventually 
force security price liquidation, reducing brokers’ loan totals; 
and with the liquidation loans, rates interest fall. 

From the middle 1927 the middle 1929 the increase 
rates interest was most spectacular, with commercial paper 
rates rising from per cent, with the average yield 
short-term government obligations rising from 2.70 4.80 
per cent and with the call loan renewal rate rising from 4.05 
9.41 per cent. All rates interest, those charged com- 
mercial loans, security loans and the yield bonds, have 
risen, responding the change Federal Reserve policy and 
the continued demand for credit. sense the increase 
rates was artificial situation, but more than the pre- 
ceding declines. 
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The call loan rates responded not only the factors affect- 
ing all rates but also factors peculiar this loan market. 
For example, the unprecedented differentials existing between 
commercial and security time loan rates arose from certain 
rationing the stock market that brokers had offer 
higher and higher rates attract the funds demanded 
security speculation, which were derived largely from industry 
and the investment trusts. further evidence control, 
the time the Stock Exchange collapse, the New York banks 
pegged the call rate six per cent that witnessed the 
most precipitous decline stock prices which there any 
record without the accompaniment panic rates. The control 
exercised the banking community over the various loan 
markets, over the call loan, the acceptance market, etc., has 
brought about situation which the various money markets 
are degree analagous non-competing wage groups. 


Since the break the market, total brokers’ loans, according 
the statistics collected from the reporting member banks 
New York, have declined 2.6 billions dollars. This does 
not mean that bank credit that amount has been liquidated, 
since there has been some shifting from brokers’ customers’ 
loans. Due allowance being made for this, the actual liquida- 
tion credit the part all banks the United States 
probably amounts 1.3 billions dollars. This decline 
equivalent 2.2 per cent the total estimated amount the 
loans and investments all banks and incidentally amounts 
about per cent the total liquidation credit the de- 

The decline taking place has served clarify many funda- 
mentals the situation. has demonstrated, the first 
place, that the great increase brokers’ loans was function 
stock price increases and, excepting occasional and relatively 
unimportant amounts, was not reflection loans granted 
against undigested securities, loans extended for the purpose 
the installment purchasing securities for the financing 
industry. The rise brokers’ loans did not reflect new 
method financing industry but old method security 
speculation. the second place, there would common 
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agreement that the Reserve banks did well intervening 
the situation 1928 remedy the results their policies 
adopted 1927. Whether the action taken the Reserve 
banks was taken time was drastic enough another ques- 
tion. The increase brokers’ loans important constitu- 
ent the increase the total superstructure credit was un- 
sound and invited policies credit control. Whether brokers’ 
loans particular moment are too high are rising 
dangerous rate are relative matters, relative bank liquidity, 
changes bank portfolios, the foreign and domestic 
demands the money market. What action central banks 
should take depends the attendant circumstances, but 
effective the action must immediate and drastic. 

Another conclusion drawn looking over this period 
that the problem bank reserves still with us, 
different guise but with the same practical consequences. 
This problem now has twofold aspect. the first place 
there the effect the open market operations the Reserve 
banks member bank reserves and the superstructure 
credit. potent the effect these operations that Dr. 
Miller the Reserve Board has advocated that they con- 
fined very moderate proportions. The second aspect the 
problem bank reserves the declining percentage member 
bank reserves their deposit liabilities. This has developed 
reason the differential established the Reserve Act the 
reserves held against demand and time deposits. There 
would seem little justification for this difference since the 
time deposits national banks not result entirely from 
savings. What action should taken now that the banking 
system has adjusted itself the lower reserve percentages 
problematic. 

Now that the crisis has passed, thought should given 
remedies avoid like future situation. this end the 
regular session Congress, meeting December, will re- 
plete with investigations the banking system and the reasons 
for the stock market the investigations are funda- 
mental and thorough, much good may result. Some changes 
the Reserve Act might prove helpful, the drafting 
which the lessons this experience could applied. Extend- 
ing the branch banking privileges national. banks might 
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assistance diverting funds from the market. More important 
than legislation, however, the application the lessons the 
experience bank management. The management and direc- 
tion our banking system the past few years leave much 
desired. The Reserve banks have not been entirely successful 
developing philosophy credit control, due part 
doubt the division counsel within the system. Commercial 
banks, largely virtue extraneous circumstances over which 
they had control, but partly their own volition, have 
greatly increased their holdings bonds and security loans, 
whose depends rising least stable security 
markets. any change bank policies for the better, bank 
management all-important and here are reminded 
saying attributed Walter Bagehot that not laws but ad- 
ministrators make for good banking system. The adminis- 
trators our banking system have the responsibility 
directing their policies that brokers’ loans may relegated 
such unimportant place our financial organization 
avoided future agenda the Academy. 
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NEW MEASURES THE RELATIONS CREDIT 
AND TRADE 


CARL SNYDER 
Federal Reserve Bank New York 


that has stretched out over the last ten years. 

long time, perhaps all too long. But large part 
the material which based has been such recent 
origin that each added year has been material weight 
support the conclusions. problem that has baffled 
previous investigators, was needful grope through good 
deal tangled and conflicting evidence reach the open. 
have stressed the difficulties and the time because the results, 
established, may have wide practical import. they seem 
now little hardy, you may find that, reality, they are rather 
rigid ancient doctrine altered guise. 

The problem the relations credit and trade and their 
expression the general level prices—that is, the familiar 
Equation Exchange Newcomb, Kemmerer and Fisher. 
well begin the ancient fashion, with definitions. 

For generation preceding the World War were ac- 
customed this country think trade terms such 
things pig iron and its like. “Iron the barometer 
trade ran the popular view. now know that was 
one the worst that could have been found, 
misleading time, violence movement, and effect. 
shall ask you think trade terms perhaps hundreds 
times broad, trade that covers the making and sale 
products reaching value this year, maybe hundred 
billions dollars more, count them, and involving 
transactions not less than thousand billions; that is, the 
total exchange all goods, services, securities and property 
nation whose total trade possibly greater, measured 
money transactions, than that all the rest the world put 
together. 

Next, shall speak bank credit terms largely total 
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loans and investments, since these appear afford the best 
practical index, measure, that have the vast total 
all credit which the business the nation carried on. 

From time time ingenious efforts have been made think 
bank credit other terms, demand deposits, 
imagine that time deposits converted into investments differ 
from other forms bank credit their effect. But these 
latter seem rather artificial distinctions, and have little dis- 
coverable significance reality. 

Bank credit created whenever bank increases its loans 
investments; and this added credit fund that turns 
over the average possibly about twenty times year. The 
varying rates turnover bank deposits, Wall Street, 
the larger cities, small cities, county banks, describe, 
Dr. Burgess neatly puts it, normal curve from near zero 
almost unbelievable velocities, possibly four five hundred 
times year; and great consequence whether the 
deposits are labeled deposits time” deposits, 
government deposits. 

Further, shall point out, the relationships which, 
make bold suggest, seem now established between credit 
and trade, none obtainable from such artificial segregations, 
trade terms the old pig-iron complex. 

Finally, and perhaps many still more disturbing is, may 
say, the proof that our familiar measure general 
—our old friends like Dun’s and Bradstreet’s and the Bureau 
Labor Index commodity prices wholesale—can 
longer considered trustworthy measures the general price 
level, average all business transactions; that is, the 
varying purchasing power money. 

are discuss intelligently the statistical relations 
trade, credit and prices, must, clear, seek far wider 
aggregates for our price measures and our measures trade 
and, correspondingly, the broadest possible measure bank 
credit.” But are such broad measures obtainable? we, 
for example, really measure trade, that is, the total all busi- 
ness transactions? There have been many doubt. 

true that this country has, alone among all the nations, 
nearly perfect register the total business transactions. 
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This simply saying that the United States upwards 
ninety per cent, probably, all business transactions are now 
effected means checks; and that now have, thanks 
the Federal Reserve Board, weekly reports something 
like eighty ninety per cent the total all check trans- 
actions. 

But unfortunately these include speculative 
transactions, and year great speculative activity like 
the present these latter represent least third the total 
volume checks. For example, checks drawn New York 
City banks alone, this year and last, represent over half 
the total for all the United States; and, turn, considerably 
more than half all bank debits New York City this year 
will for the settlement security transactions alone. 
clear then that now, always, the total bank debits, and 
the bank clearings former days, cannot taken 
measure the total trade any ordinary sense. huge 
part speculation this year was, course, pure gambling. 

Neither may take without reserve our old friend, clear- 
ings, debits outside New York, for the recent speculative 
mania swept the whole country and affected bank debits 
the larger financial centers, least, almost much New 
York. Further, for any long-term view, least, bank debits 
will also affected changes the general level prices; 
and this influence must eliminated are employ bank 
debits measures general trade. This involves, turn, 
the estimation the true general price level. 

little may accept for the measure trade those 
familiar indexes basic production largely dominated 
such wide variables the pig-iron type, which are usually 
labeled indexes general business,” business activity.” 
regrettable, both practically and from the point view 
statistical candor, that these mistaken labels should 
retained. 

Nor there any practical need. now have, thanks 
part the initiative the Federal Reserve Board and Mr. 
Hoover’s activities secretary commerce, remarkable 
number series covering almost every phase the produc- 
tion, transport and distribution goods, both whole- 
sale and retail. these, something like seventy-five import- 
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ant series are now available monthly; and these have 
grouped together into broad index the total volume 
trade, which now available since the beginning 

These measures are still tentative; not yet know, for 
example, what kind weight assign speculative and 
financial activity. These are indubitably integral part 
the economic function the nation; but their significance 
greatly diminished when this activity reaches, the last 
year two, the stage mania. 

But these indexes, and still broader measures from annual 
data, have made clear that the actual variations trade, taken 
whole, are slender indeed compared with the popular 
imagining, and that many popular writers upon the subject. 
seems probable that the real volume goods produced and 
total services rendered rarely vary more than few per 
cent from that impressively regular long-term secular 
growth which, now know, their most marked 
characteristic. 

still remains inquire whether even these fluctuations 
seriously disturb the normal relations credit and trade. 
Two different lines inquiry seem show that, ordinarily, 
they not. 

number years ago, following the pioneer work 
Kemmerer and Fisher, attempted elaborate measures 
the rate turnover so-called velocity bank -deposits. 
What found was that the period since the World War, 
for which adequate data are available, there appeared 
discoverable long-term secular change; but that the 
monthly averages fluctuated steadily about the averages for the 
entire period. This unexpected result appeared con- 
firmed much more extended study from National Bank 
data, carrying the work back through half century (to 1875). 

But when these variations from the long-term average were 
plotted up, leaped the eye that they were, consider- 
able degree, duplicate the fluctuations our broad index 
the total volume trade. This saying very simply that 
business activity accompanied corresponding and 
parallel deposit activity. Obviously, this were true, then 
the equation exchange the fluctuations trade and the 
velocity deposits appear, large extent, mutually com- 
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INDUSTRIAL GROWTH U.S. 


COTTON 
CONSUMPTION 


This chart designed indicate the relatively small cyclical short- 
period fluctuations compared with the persistent long-time growth im- 
portant industrial series. All the series, except postal receipts, are 
volume terms. 
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pensatory, and cancel out. The very high deposit velocities 
shown this year and last, New York and other financial 
centers, were due almost wholly speculation, and have, 
believe, other significance. 

should have, then, decisive factors, the long-term rate 
growth trade, the parallel increase bank credit, and 
the ratio between these two, which, presumptively, would 
the general price level. Could this conclusion objectively 
confirmed 

was clear that evidence extending only over the last ten 
years would scarcely accepted final proof. could 
only regarded tentative hypothesis. And when 
examine the available long-term data the total produc- 
tion and distribution goods, find they relate very largely 
the basic production type, which have valid reasons for 
rejecting trustworthy measures general trade. Even 
broad series total ton-miles carried annually our rail- 
ways was inadequate, first, because deeply affected 
the movement coal, and iron, and lumber, and crops; and, 
secondly, because its rate growth the sixties and seventies 
was far beyond any probable growth national trade, and 
later years has clearly fallen below this growth. 

There remained considerable number physical series, 
such census numbers employed trade and transportation, 
horse-power used manufacturing, number telegraph 
messages, number postage stamps sold, railway tons 
freight originating, consumption gas and electricity, and 
the like, which seem afford more secure foundations for 
physical index the growth trade. They are adequate 
number and variety, but their significance measures 
trade varied slowly from one decade another, and this 
difficult allow for. method weighting seemed 
feasible, and therefore chose what may call chain 
median method, that is, taking simply the average the 
central items, their rates growth for each five-year 
period. The slightly smoothed line obtained shown 
the chart our new index the physical growth trade, 
from 1875. 

This line, obtained, afforded singular surprise. When 
came compare this smoothed line physical trade with 
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MEASURES TRADE AND STATES 


INDEX BASIC 
PRODUCTION 
SERIES 


DEX 
MANUFACTURING 


DAY-THOMAS INDEX 
FROM 1899 1925 


INDEX PHYSICAL 
MEASURE TRADE 
(LONG-TERM TREN 


INDEX 


RADE 
(REVISED 


1875 1885 1895 1905 1915 1925 1935 


The graph shows the remarkable parallelism between long-trend measure 
physical growth trade and the long-term trend clearings and debits 
outside City, divided our revised General Price Level. some- 
what similar relation appears between these two series and index manu- 
facturing—actual dollar value 1899, thereafter the Day-Thomas index 
volume manufacture. slower rate increase than any the 
other series indicated the index basic production (49 items). 


200 


the long-term trend outside clearings and debits, adjusted 
for price changes (and obtained identical formula) 
the resulting curves were, turn, nearly identical. Bearing 
mind the inevitable imperfections all economic indexes 
whatsoever, one would pretend that remarkable coin- 
cidence was not some degree fortuitous. Nevertheless, 
should expect some such result if, the one hand, this 
physical measure trade were close true measure and if, 
the other hand, the beliefs which have expressed the 
last ten years, first, the measurability the general price 
level, and, secondly, the trustworthiness bank clearings 
adjusted, measures trade, were sound. 

The final and, would fain believe, confirmatory check 
upon these results will already evident those you whose 
minds have run ahead the argument. Let review the 

First, the finding that the rate turnover bank 
deposits there discoverable long-time secular change. 
This means that between bank deposits, the one hand, and 
bank clearings and debits the other there is, for this 
country least, definite and narrow relationship, rooted, 
doubt, the habits the people and our banking procedure. 

Second, fairly close correspondence between the variations 
general trade from its long-term trend growth, and the 
variation deposit activity from its long-term averages. 

Third, close correspondence between the long-term trend 
growth trade and the growth bank clearings and 
debits, when the influence price changes the latter has 
been eliminated. 

Therefore, the same relationship between the growth 
trade and the volume bank credit: that is, bank credit 
divided the physical index trade must yield line closely 
similar that our index the general price level. And 
this just what find. graphic presentation these 
results set forth the accompanying charts. 

Observe, now, that have made only these assumptions, 
first, that total loans and investments are trustworthy index 
bank credit, and this, turn, the nation’s chief medium 
exchange; second, that may construct fairly repre- 
sentative physical index the growth trade. From the 
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ANNUAL GENERAL Price LeveL COMPARED WITH Cost 
AND WHOLESALE STATES 


1905 


RICES 
1895 1900 


(NEW SERIES 
(REVISED) 


ENERAL 


\WHOLESALE COMMODI 


1880 


1875 


The chart shows the very close correspondence between the revised index 
the General Price Level and new index cost living. similar 
movement but with much wider fluctuations shown wholesale prices. 

The index the General Price Level seven components revision 
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ratio between these two elements derive kind theoreti- 
cal general level prices substantially agreement with 
purely empirical index the general price level, obtained 
putting together all the available price indexes, both for whole- 
sale and retail goods, for services, and for property. 

the same way might derive the same index from the 
annual data outside bank clearings, and this way con- 
firm our other empirical findings, viz., that there long- 
term secular change the rate turnover bank deposits. 

Observe, now, that have here five different elements, each 
which may independently calculated, already found 
and that each one these five different elements may approxi- 
mately calculated from the others, given two the other 
elements; e., could, from the measures trade and 
the general price level, reconstruct total loans and investments 
and on. 

These findings would, believe, impossible each 
case the measures and the data employed—the measures 
trade, velocity, bank credit, and bank debits, and, 
finally, the general price level—were not fairly close 
approach reality. one these components was chosen 
because of, nor was its construction influenced any wise 
by, any other. That they should thus interlock one with an- 
other this fashion, each, speak, mutually supporting the 
other, would seem adequate proof their separate validity. 

The chance that each these components should find 
series progressive intermittent errors which every 
case would very nearly compensate, each with all the others, 
highly improbable. But such assumption seems inevit- 
able are doubt the results. 

Proceed, now, the further sequence. glance the 
graphs reveals that bank credit and general trade grow 
increase very broad way together. But not evenly. 


the original index compiled the Reports Department, Federal Reserve 
Bank New York, and published the Journal the American Statistical 
Association, June, 1924. The new cost-of-living series makes especial use 
revision Paul Douglas’ index, 1890-1909. (See the American 
Economic Review, Supplement, March, 1926). Wholesale commodity prices, 


1890, are those Snider. (See Harvard Review Economic 
Statistics, April, 1924). 
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AND WHOLESALE STATES 


225 


200 


1922 1924 


The accompanying diagram shows, months, the movement the com- 
puted General Price Level, compared with indexes the Cost Living 
and Wholesale Commodity Prices. Commodity prices here shown are those 
the new Department Labor index, originally the 1926 base. For 
description the General Price Level, see Harvard Review Economic 
Statistics, February, 1928. The rise the General Price Level since 1928 
has been due the influence security prices. The Index now under- 
going revision. 
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And whenever the increase credit exceeds the measured 
increase trade, this fact registered rise the general 
price level; and vice versa, deficit credit compared 
with the growth trade means fall prices. But 
prices are not here thinking any special isolated set 
prices, like commodity prices wholesale, but the broadest 
attainable average all kinds prices. 

Consider, now, the implications: these findings are true, 
then, far can observe, there fixed and, the last 
half-century, apparently unchanging relationship between the 
total expansion trade and the need business for credit, 
carry that expansion. 

Apparently there is, under existing conditions, fairly def- 
inite limit the maximum rate industrial expansion. This 
rate industrial expansion function, first all, the 
increase population and, secondly, the steady advance 
technology, discovery, invention and improvement alike 
machinery and management. This latter shows rising 
value, and expands steadily the rate growth the popu- 
lation falls. The result, find it, that over the last 
half-century the long-term rate growth industrial pro- 
duction has remained substantially unchanged. 

This average rate expansion appears be, for the last 
half-century and perhaps much longer, close four per cent 
per annum. little higher the periods think 
prosperity, little lower the periods depression. 
reality, not great deal difference. 

This steady and almost unchanging growth the total 


goods produced and consumed now practically coincides, 


the last fifteen twenty years, with the estimated increase 
the volume the earlier periods the growth 
trade, might expect, was more rapid. 

Beginning with the immense expansion our railway sys- 
tems and the correspondingly rapid development the coun- 
try, there was steadily widening exchange goods. Food 
supplies and basic materials were drawn the industrial cen- 
ters from steadily lengthening distances, and, turn, coal 
and the manufactured products shipped greater and greater 
distances. Hence, the far more rapid growth ton-miles 
freight moved the railways than the number tons. 
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This chart shows for the United States: (1) measure the actual 
dollar volume bank credit, derived from loans and investments 
National banks (with adjustments the rate growth all banks since 
1913); (2) the long-term trend computed index (the median five- 
year relatives various measures trade growth); (3) computed 
General Price Level components 1875-1912, components 1913-1929; 
(4) theoretical price level derived dividing total credit the trend 
trade. 
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Hence, also, the earlier period, more rapid growth 
trade than total product. 

With the steady industrial integration the country, at- 
taining now something like geographical equilibrium, 
the growth trade and the growth product became sub- 
stantially the same. 

would expect, naturally, that the need bank credit 
would, other things being equal, expand rather with the 
growth trade, the aggregate exchanges goods (and ser- 
vices), than with the initial product. enforce the point, 
the early days the republic, when there were railways 
and canals and few roads, and the exchange goods was 
mainly waterways, the total trade was absurdly small. 
The great bulk goods was consumed very near the place 
their production. 

When ninety per cent more the population lived 
farms plantations, and only ten per cent cities larger 
than Stamford New Rochelle, there was little need for bank 
and there were practically banks. 

Now, have these computations pretty clear evidence 
that credit expansion must least rapidly the 
growth trade; that is, about four per cent per year. 
Otherwise, there seems definite check trade and 
prosperity. 

But seem likewise have clear evidence that there 
sharp limitation the beneficial effects credit expansion, 
and precisely should expect find it, viz., that when- 
ever prosperity has reached the practical working maximum 
employment for any given period, further credit expansion can 
only bring about undue speculative activity, and even mania, 
rising prices, and ali the familiar ills attendant upon inflation 
monetary depreciation. The gambler and the speculator 
thrive the expense the rest the community. 

Never have these theses received more vivid confirmation 
than the last fifteen years. The tremendous inflation which 
followed the huge imports gold the war, and since, 
brought with it, now know, extraordinary increase 
the total the nation’s product, either the war 
the quite mythical new era” the last five six years. 

the other hand, never, perhaps, did business whole 
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The above chart shows credit relations Great Britain similar those 
the United States. These factors are: (1) bank deposits the Bank 
England, Joint Stock and private banks, measure credit; (2) 
estimated trend trade growth derived from such series were available 
for Great Britain similar those used computing index the United 
States; (3) cost living index; (4) wholesale commodity prices; (5) 
theoretical price level, derived dividing bank deposits the trend trade. 
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receive more violent concussion, experience more drastic 
losses, than the severe deflation which followed the huge 
outflow gold 1919-1920, and the subsequent curtailment 
bank credit. This curtailment was paralleled almost 
exactly the most violent fall prices which this country 
had known perhaps century; just the reckless inflation 
and after the war had been accompanied correspond- 
ing rise prices. 

That this could not the mere effect war itself evident 
the fact that the supplementary rise the short-lived boom 
1919-1920 was the heaviest increase the price level known 
peace times this country, least since the Civil War. 


These results, and computations, far relate only this 
country. other has the wealth statistical material which 
has made these calculations possible. May add, however, 
that computations and estimates for Great Britain seem 
show that much the same relationships hold for that country 
for our own? 

What, then, the conclusion? the highest national good 
subserved maintaining the practical working maximum 
production, employment and prosperity, then does not 
seem that, the light these new measures, this would 
best subserved this country increase bank credit 
close the working maximum increase trade that can 
maintained year after year, that is, apparently, under exist- 
ing conditions, something like four per cent per annum? 
And should carefully guard against credit expansion 
materially exceeding this rate should jealously maintain 
this rate. 

May not, the light these conceptions, liken the ef- 
fect credit business that water irrigated farm? 
excess may disastrous too little. 

The further evidence seems that, following the rule 
here proposed, may large extent ignore those fluctua- 
tions the more variable industries, which arise from over- 
enthusiasm miscalculation, the current reactions from which 
give rise rather hysterical beliefs that business” 
suffering. 
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seems clear that kind bank policy could undertake 
indefinitely maintain excessive degree speculative 
building, corresponding activity the motor-car indus- 
try, any more than could undertake maintain certain 
price for stocks, wheat, cotton, pig iron, or, should 
like add, any fixed level commodity prices wholesale. 

Indexes commodity prices are essentially international 
price indexes, the larger part whose components are in- 
evitably affected every variety influence, and cannot 
conceivably, therefore, closely responsive credit condi- 
tions monetary policies any single country, even 
country fabulously rich and occupying commanding 
position the world’s industry our United States. 

But seems that this new knowledge derived from 
the measurements have described does indicate that might 
perhaps, without great difficulty, maintain high degree 
business stability, taking business whole, and therefore 
employment and social welfare. these measures are 
correct, this would turn carry with increasing stability 
the general level prices, average purchasing power 
money. And all this would inevitably relieve business and 
industry from its old-time and still existent dread and fear 
financial and monetary concussions; and thus give the freest 
rein the advance technology, discovery and improvement 
management. 


Does all this seem you too easy; peu trop simpliste, 
some you might say? May ask you, then, consider 
the question, not from the experimental empirical evidence, 
but from the logic good theory? Consider what the equa- 
tion exchange means. anything more, less, than 
that, Professor Mitchell puts it, the sum things bought 
equals the sum things sold; and things are sold for 
money, then for definite sum money volume currency 
and credit only definite quantity goods can sold 
determined price and rate turnover. 

the quantity purchasing medium increases out pro- 
portion the increase goods and services offered, must not 
the average prices rise or, you please, the value money 
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If, now, find that the rate which money, the form 
currency and credit, will function, normal times fluctuates 
within narrow limits, and parallel the activity trade, then 
must not follow that the general level prices will cor- 
respond pretty closely the changing volume the purchas- 
ing media? And can measure the rate growth 
trade and production, then can compare this year year 
with the volume the circulating media, and determine 
whether this latter has expanded greater lesser rate 
than trade. 

Have, we, effect, found anything different from what the 
most orthodox economic doctrine would require? the 
light our new knowledge velocity, this doctrine does 
undergo one marked modification. Thereby, becomes 
simpler and sharper. But this, turn, anything more than 
should expect hope for, if, indeed, economics ever 
escape from the endless logomachy and battle words and 
definitions the schools, and take its place beside the in- 
ductive and experimental sciences? 

And might remind you, you should, indeed, find the 
theorem too simple, and almost too obvious, that this ef- 
fect the essence most major discoveries which, like that 
the law gravitation, tend almost inevitably substitute 
calculation, simplicity and mathematical certainty for hypo- 
thesis, conjecture fantasy. 
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EDGAR LAWRENCE SMITH 
President, Irving Investors Management Company, Inc. 


number things have happened since accepted 
your very kind invitation discuss with you the 


Bank and the Investment Trust. some respects, 
the occurrences the last month have clarified certain aspects 
the situation. But really too soon properly appraise 
the effect these occurrences upon the general run invest- 
ment trusts and banks. 

The invitation, you must remember, came the 
height New Era, era which many believed that what 
has just happened could never take place, that the earliest 
could take place only after the volume Federal Reserve 
credit use had approached its legal limits. now only 
too evident that the New Era has come abrupt end, for 
many individuals least. one doubt has per- 
sonal knowledge people who unwisely placed large 
part their back-log investments jeopardy collateral 
for stock market commitments, that when stock prices melted 
they lost everything they had. 

Those who were fortunate place but little con- 
fidence the New Era have reason give thanks the 
teachers and counselors who trained rely upon the record 
the past, rather than upon the dogmas the moment, 
the formation policies. Others were not fortunate, and 
quote from the past not the spirit one who would 
say might have known better,” but only the hope that 
before another such occasion arises may all find more 
and more the record the past which will serve guide 
the future. Nature proverbially wasteful her methods 
improving May those who have fallen financially 
find their predicament spur thought and action directed 
toward preventing the recurrence conditions that cause 
great loss fall upon many people. 

this effort, the conservatively managed bank may take 
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important position—particularly conjunction with the 
conservatively investment trust. with this 
thought mind that wish open discussion the rela- 
tions between the bank and the investment trust. 


discussing the bank and the investment trust they exist 
this country today, are dealing with two entirely dis- 
tinct types financial organization: one possessing ancient and 
honorable traditions based upon centuries experience and 
practice; the other new, mushroom growth, which has, how- 
ever, attained such proportions the brief period its ex- 
istence that cannot ignored important factor 
current financial history. Its story, though brief, has been 
dramatic. the name the investment trust, huge sums, 
variously estimated, but running well into the billions, were 
conjured magic and placed under the control 
small groups men—some them experienced and cautious, 
others less so. All sorts financial structures, some simple, 
some complex, some sound and some unsound, received this 
great flow dollars. wonder, then, that not all the 
investment trusts were equally well prepared for the sudden 
change scene that came with the unprecedentedly rapid de- 
cline stock prices between September and the early days 
November, contrast, the banks, particularly those 
larger metropolitan centers, under the leadership the Fed- 
eral Reserve system, were unusually well equipped with- 
stand the shock. 

Such broad generalities not hold all individual 
cases. But the main, they will serve draw important 
distinction between the preparedness the metropolitan banks 
and the relative unpreparedness certain proportion the 
investment trusts—a distinction consisting not much 
differences shrewdness and judgment the part in- 
dividuals, differences tradition and practice. 

their long history, banks have gradually formulated 
tradition conservatism which has resulted the develop- 
ment established banking practices which are brought into 
play conditions warrant, and are taught one generation 
bankers the next. Banks, moreover, have discovered the 
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need codperative action for the common good. Their com- 
petition keen, but within limits, and times dropped 
order that the whole banking structure may strengthened. 

yet this country, investment trusts have not had time 
develop any established practices based upon experience. 
The attention each trust has been too highly concentrated 
selling its own securities before the public’s appetite might fail 
too eager have been the managers some amaze prospective 
buyers with unheard-of gains. easy now retrospect 
see that some, least, might well have drawn upon the 
records the past formulating their policies. Individually, 
course, certain trusts profited such recourse his- 
tory, but obviously many did not. 

The formation during 1928 and 1929 one investment 
trust after another, each more ambitious than its predecessor, 
played definite part raising the prices the securities 
which nearly all investment trusts were interested, abnor- 
mally high levels, just England similar thing had hap- 
pened 1888 and the years following. With your permis- 
sion, will read paragraph that might have been written 
any time the last twelve months concerning conditions 
the United States, but which matter fact appeared the 
London Economist April 1889, referring the rapid 
formation investment trusts England that time. 


Although successful with the public, the companies have not, some 
cases, been able make very favorable start business, for they have 
followed fast upon each other’s heels that they have experienced great 
difficulty purchasing proper investments. The supply really sound 
securities many directions very limited that any decided increase 
the demand once causes considerable advance prices. In- 
deed, rapid has been the advance that stated several the new 
trusts have been unable effect purchases, and are now rather doubtful 
the direction which their money shall invested. 


This comment seemed pertinent investment trust de- 
velopments this country during the last few years, that 
included brief article entitled Investment 
Warning”, published the Atlantic Monthly for 
October, 1927, long enough ago have been forgotten before 
the organization investment trusts this country reached 
its peak 1929, had not Paul Cabot quoted again his 
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article Investment Trust”, which appeared the 
Atlantic Monthly for March this year. 

the Economist February 1893, there further 
editorial comment which could have served timely warn- 
ing some our managers. included 
paragraph which might have been written with regard 
the investment trust movement whole the low point 
the recent stock 

many the trust companies which were formed such rapid 
succession few years ago, when the mania for this form joint-stock 
enterprise was rampant, may said with truth that, having sown the 
wind, they are now reaping the whirlwind. Week after week evidence 
accumulates, proving only too forcibly that those responsible for the 
management these trusts have based inconsiderable part their 
operations upon false principles, with the inevitable result that, after 
more less brief period apparent prosperity, losses have arisen. 


This paragraph was also quoted Atlantic Monthly article 
October, 1927, and Mr. Cabot’s March, 1929. 

Having quoted these two paragraphs, which gave warning 
the unhappy experience that faced some the more recent 
investment trusts, only proper, before concluding with 
British experience, quote once more from issue the 
Economist dated May 23, 1896, three years after the above 
quotation appeared. this time was possible say: 

satisfactory observe that the upward movement prices 
trust securities generally, which went more less intermittently 
during the second half 1894 and the first half last year, has since 
made more regular progress, for shows that the companies have, 
rule, improved their positions, and that investors are exhibiting more 
confidence them. 

There every reason believe, then, that most the in- 
vestment trusts capable weathering our present storm will 
assume and maintain permanent position the financial 
structure comparable the honorable position the better 
investment trust companies Great Britain. 

The contrast, however, between the condition the metro- 
politan banks, which were more than prepared for the severe 
financial strain that the recent break stock prices placed 
upon them, and the condition many the investment 
trusts, which appear have been far less well prepared, 
suggests that this newer form financial giant may profit 
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closer association with organizations that have had longer ex- 
perience the ebb and flow credit. For the end will 
found that the ebb and flow credit are intimately con- 
nected with sound investment trust policies with the success- 
ful conduct banks. Credit conditions are first import- 
ance determining policies investment management. 


far, have referred the bank and the investment 
trust general terms. order bring out the desirability 
creating closer relationships between certain types banks 
and certain types investment trusts, distinctions must 
drawn. 

Among banks, the one hand, there has become evident 
tendency expand the field their operations, stimulated 
part the increasing interest their customers security 
markets. Thus the early part 1929, more than half 
the banking assets the country were concerned directly 
indirectly with securities, rather than with commercial trans- 
actions. Through their trust departments, moreover, banks 
and trust companies are called upon invest and manage 
still greater volume capital which the bank has 
direct interest except custodian, trustee adviser. 

the same time, another movement evident, which 
certain important banks have become, through their security 
companies, not only underwriters new security issues, but 
distributors well. Whether security salesmanship destined 
become permanent adjunct the banking business not 
yet clear. The main point that, result their in- 
creasing interest security markets and the economic con- 
ditions underlying these markets, banks are increasing their 
organizations devoted the study all matters affecting 
investment values. 

The term “investment trust”, meanwhile, has been given 
popularly broad application that present practic- 
ally without meaning. quote from address before the 
American Bankers’ Association 1927: 

Perhaps may find that the use the term 
trust” that new and that many the essential functions organi- 
zations using this title have long had their counterparts American 
financial organization. Whenever funds, assembled from large num- 
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ber investors, are not employed directly the financial structure 
operating company, the intermediate structure likely present 
some the aspects investment trust. 


cannot overlooked, therefore, that investment trusts, so- 


called, are organized for wide variety purposes. Some 


are organized order give private investment bankers the 
command large sums capital, thus broadening the field 
their usual activities. And where such company, trust, 
bears the name the firm which assumes the ultimate re- 
sponsibility for the management this capital, and where the 
structure simple, that each investor may have reason- 
able understanding just what happens his capital, then 
the investor has basis upon which decide whether not 
wishes adventure with the firm upon the type under- 
taking for which the firm has created reputation. 

the other hand, the name attached corporation 
trust designed encourage investors believe that they 
are have the benefit experienced, disinterested invest- 
ment management applied their funds, then some clue 
should given the general policies which will pur- 
sued the management these funds and the field 
within which investments are made. Probably the best 
way this through definite set restrictions embodied 
the terms trust indenture, that trustee may ap- 
pointed who will not only have custody the actual securities 
held, but will also furnish general check whether 
not the managers the trust are complying with the 
established restrictions. 

Restrictions themselves will not, however, provide sound 
and profitable management funds. investor should not 
rely alone upon restrictions. must have some means 
appraising the type management which may expected. 
And here, since the great mass investors are insufficiently 
experienced financial matters form valid opinions, either 
with regard such restrictions with regard types man- 
agement, the conservative bank has great opportunity. The 
bank, with its understanding financial practice, and with 
direct access ever-increasing number investors, pre- 
sents the logical contact between the investor and organizations 
designed solve his various financial problems. 
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progressive bank always seeking the means which 
may render ever greater service its customers. Moreover, 
the interests the bank and its customers are broadly iden- 
tical. bank will prosper its customers prosper. The 
bank, therefore, has direct interest safeguarding the in- 
vested resources its customers. 

Under these circumstances, then, the bank becomes the 
logical source advice thousands investors with regard 
the prudent handling such funds they have invest. 
The conservative investment trust, dedicated the interests 
investors, presents most effective means which sound 
investment practices may applied the resources any 
large number investors. Thus, from the point view 
the investor, the close association conservative bank with 
conservative investment trust logical. 

This association equally logical from another viewpoint: 
namely, the viewpoint those responsible for the actual man- 
agement the funds accumulated investment trust. 
While the true investor has interest speculation, yet in- 
vestments must bought market which greatly in- 
fluenced the activities avowed speculators. Though not 
participating these activities, experienced investment man- 
agers must know how appraise them, order not invest 
too large proportion the funds committed their care 
time when speculative activity, accompanied the undue 
use credit, has lifted the price which must paid for sound 
investments high that purchase them would folly. 
Sound banking also requires that these conditions appraised. 
Sound investment management therefore can profit the 
experience the well-organized bank, and information 
concerning changes current conditions which the busi- 
ness banks collect and analyze. 

plain, then, that while many investment trusts will 
pursue their own ends, independent banking guidance, yet 
growing number, formed primarily for the purpose furnish- 
ing investment management effectively large numbers in- 
vestors, will find association with well-rounded banking 
organization advantageous, both securing the type con- 
servative investors that they are seeking, and the manage- 
ment the funds provided these investors. 
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CHAIRMAN Discussion the papers the morning will 
opened Mr. Alexander Dana Noyes, The New York Times, 
dean our financial writers, and unrivaled his knowledge our 
financial history. 


Mr. ALEXANDER DANA The main conclusion drawn 
from the extraordinary episode the past three weeks best summed 
the remark made great social and economic philosopher, 
some time before our era, the effect that one generation passeth 
away and another generation cometh, and there new thing under 
the sun.” 

‘the sequence events has taught anything that 
the teachings past experience, the proved maxims financial 
conduct, the established principles political economy, apply the 
business world 1929 and will apply hereafter, completely and 
absolutely they ever applied financial history. What have 
learned that argument based belief that new economic era has 
reversed all older economic principles itself evidence appeal 
mob psychology. Millions people who could not see this two 
three months ago see with perfect clearness now. have only 
few words say respecting the most striking parts this lesson. 

First: The idea that use credit can boundlessly pursued, re- 
gardless how used, has gone. has the idea that exorbitant 
rates, such have prevailed speculative Wall Street loans for 
year and half, are the result conspiracy people jealous the 
speculators’ success, and mean nothing long borrowers are will- 
ing pay the high rates. now know that the nine and ten per 
cent money rates few months ago meant exactly what they meant 
1920 and 1907 and 1893 and 1873. 

Second: The lately prevalent idea, that the speculating public 
knows the innermost facts finance and creates real values, 
shattered. 

Third: Increase billion dollars borrowing stockbrok- 
ers three months, and billions year, reflected misuse 
credit speculation, not, was lately contended, the raising new 
capital for useful industrial purposes. The fall billions 
brokers’ loans the past seven weeks speculative readjustment 
proves the truth this statement absolutely and finally. 


the addresses Messrs. Hollander, Beckhart, Snyder and 
Smith the Morning Session, there was extended and animated dis- 
cussion, abstract which given 

[494] 


- 
| 
| 
at 


No. SPECULATION, CREDIT, BUSINESS 


Fourth: the talk stocks versus bonds the sole objective 
private investors, the public’s view destined hereafter 
based more judicious grounds than the immediate past. All 
people have had chance learning that, while partnership the 
country’s industrial enterprises may under certain circumstances 
far more lucrative venture than the lending private money 
such enterprises, vast deal depends, the first place the in- 
real knowledge the enterprise which hopes become 
the second, the correctness his judgment the 
intrinsic values which asked invest; and, finally, his 
realization that the chance paper gains greater partner- 
ship, the chance losses. 

Fifth: The Federal Reserve’s intervention during the past year 
and half arrest such use credit all possible legitimate means 
—an intervention which was denounced unwarranted interference 
with the rightful purposes intelligent public—is now seen 
have been policy the highest wisdom, whereby vastly worse 
collapse general credit than have actually experienced was 
averted. ‘The Reserve Board did its duty, under the most trying cir- 
cumstances, and may hope will again another similar 
occasion. 

Sixth: The public has learned and will remember for good 
many years come, that speculation stocks margin, solely 
because everyone else seems speculating and making money, 
the most dangerous form gambling and disastrous substitute for 
sober industry and hard work. 

shall not into what will follow. The good points the 
business situation are well known, and they did not exist any 
previous Wall Street panic. They are the absence industrial 
speculation during the three years which the stock market went 
mad the keeping production close touch with consumers’ visible 
requirements the absence any general rise prices commodi- 
ties; the almost entire lack swollen inventories goods which 
could not sold when the breakdown speculation came. 
just how great slowing-down trade before us, must wait 
and see. cannot expect entire immunity. 

But over and above all such considerations, must not forgotten 
that the making the financial future comes these periods 
readjustment. foundations greater future prosperity have 
always heretofore been built up, always will be, and are going 
this occasion, the basis the hard work, clear thinking and 
stimulated energy that come exactly such periods reaction after 
overconfidence have now entered. 
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Mr. CHARLES Epwarp (New York): There are two 
questions which have not been touched upon. One why persons 
who regarded this drastic purge salutary have suddenly decided 
that the country danger from its very effects. might 
that their opinion was originally based upon desire get 
lower level and having gotten in, after the first break, they become 
somewhat afraid their commitments. 

The second question which should like have some economist 
answer whether President Hoover and the committee with whom 
now conferring are not deceived the famous make work” 
fallacy? not the country going treated now orgy 
simply making work for the sake work? hope that economics 
not purely post-mortem science (laughter) seems be, 
that some economist, perhaps Mr. Snyder, who seems 
trustworthy any (laughter), will answer these two questions. 
(Laughter. 


PROFESSOR HOLLANDER, whom the Chair referred these ques- 
tions, remarked with ready wit that the conduct post-mortems was 
eminently respectable function science, sounder and safer, per- 
haps, than the type prognosis recently prevalent Wall 


PROFESSOR OLIVER (Harvard University): 
have here beautiful laboratory case the stock market’s dropping 
apparently from its own weight. Usually such declines have been 
accompanied and preceded speculation inventories, unwise 
investment capital particular industries, overextended industrial 
position regards particular concerns, exhaustion credit, and 
on. All those factors seem absent and are learn whether 
and what extent decline security prices alone apt bring 
about industrial depression. not think need expect the 
sound development industry. 

Largely for this reason, inclined think that the efforts 
being made under the auspices the President induce men 
forward courageously carrying out the industrial plans which 
they had view before this came, are desirable. 

quite possible that mere lack courage might cause un- 
necessary business inactivity. the business structure sound, the 
decline stocks adequate reason why capital extensions should 
not take place. That, seems me, what likely accom- 
plished result the meetings taking place Washington. 
They are not designed carry the stock market speculation 
all. The present situation quite different from that which would 

[496] 


— 


b 


DISCUSSION: SPECULATION, CREDIT, BUSINESS 


have arisen 1920 similar meetings had made effort 
forward the then existing lines. 


Mr. FABIAN FRANKLIN (New The second question asked 
Mr. Nixdorff very simple theoretical question which ought 
not this company left entirely unanswered. The question 
whether Mr. Hoover’s present efforts are not exemplification 
the traditional make fallacy. The make fallacy re- 
lates normal state based the idea that normally 
there not enough work around, and that making more work 
benefits the worker even though the product not increased. The 
doctrine political economy which pronounces the ordinary make 
idea fallacy has logical bearing upon the question 
resorting temporarily, order meet emergency, measure 
policies which would cause more work—productive, not waste- 
ful work—to done that particular moment. 

other words, ought not condemn-what Mr. Hoover 
doing the ground that vitiated this fallacy. There may 
good reasons against it—and think there are—as well good 
reasons its favor, but must not the least degree condemned 
that ground. 


Mr. ALBERT (contributor editorials and articles 
finance and economics The Saturday Evening Post, Philadelphia) 
his extremely interesting paper, Professor Hollander had the 
courage and the intelligence emphasize what very few com- 
mentators the past year two have even referred to, namely, the 
part which manipulation has played the “bull” stock market. 
hope his words will have the weight which they justly deserve. 
But may raise just one question? the early part his paper 
Professor Hollander said that the big collapse was not due un- 
digested securities and that the rise had been the so-called blue 
chip” stocks. All the compilations, however, The Commercial 
and Financial Chronicle, Mr. Noves, and others, would indi- 
cate that there has been very large volume security issues, 
nearly all common stocks, miscellaneous horde holding com- 
panies, finance companies and investment trusts. some these 
issues have not been accompanied manipulation, then there never 
has been any manipulation this country. short, cannot quite 
Professor Hollander’s statement that there have been 
undigested securities with his statement about manipulation. 


PROFESSOR HOLLANDER: Mr. Atwood’s comment very just. 
After all, the course fifteen-minute paper which one 
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cherishes the hope that may put the main idea clearly there 
temptation omit the qualifying limitations which would scien- 
tifically proper. What meant indicate was that the period 
just passed the dominant characteristic has not been the appearance 
long succession securities diminishing intrinsic quality 
emitted issuing houses diminishing worth. common char- 
acteristic bubble, symbolized that immortal flotation for 
purposes that will hereafter disclosed”, was singularly absent. 
The speculation that took place took the form rather over- 
valuation, and the manipulation occurred the overvaluation 
relatively sound securities sponsored unusually sound agencies. 
But Mr. Atwood quite right suggesting that train that 
larger movement came the inevitable parasitic accompaniment. 


Mr. MEEKER (New Haven): would like venture 
discuss the Federal Reserve Board very briefly. has been very 
justly praised one the speakers body endowed with great 
wisdom. would not yield anybody defender the Federal 
Reserve System, but regarding the actions taken and not taken 
that august body during the past year seems that the question 
may asked: better the right thing the wrong time 
the wrong thing the right time? (Laughter.) Not that 
affected the Federal Reserve Board any way, but was entire 
sympathy with the action took attempted take last year and 
early this year order call halt the wild orgy speculation 
believe that the technical term that has been applied it. 
(Laughter.) The action was not very effective, you all recall. 
was ineffective because the Board did not act early enough 
vigorously enough. Wisdom the Board possesses. Let hope that 
out this great calamity, this purging process, may emerge with 
courage apply its wisdom little earlier the game. 

should like, still have few moments, ask few pertinent 
questions Professor Hollander. Perhaps misunderstood his 
boiled-down quintessential statement, but understood him say 
that this crash was wholly unexpected, which was one its 
peculiar characteristics. remember distinctly least two years 
ago that great many prophets (perhaps not wholly without 
honor inside outside their own country) were predicting this 
calamity. They said that prices stocks were altogether too high 
and they advised people sell. took their advice and sold some 
and the stock went 150 points after sold it. (Laughter.) 
was largely those cries Wolf!” when the wolf was relatively 
harmless non-existent which led some hold our 
“blue chip” stocks, our white chip” stocks, and other colored 
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stocks until after the bump had been passed. Would not 
truer characterization say that everybody expected the calamity 
but everybody except the very wise, the very lucky, hoped that 
the calamity would postponed until the next high peak was 
reached and passed? 

second question: Professor Hollander, understood him, 
said that there was overexpansion credit. least, you could 
imply that from what said: that the gold reserves amounted 
better than seventy per cent. not that utterly misleading 
figure? think was Mr. George Roberts who last June 
calculated that the actual gold reserves against bank obligations, in- 
cluding notes well bank deposits, amounted about six per cent. 
for these extremely comforting figures the huge reserves held 
the Federal Reserve banks against bank obligations—should 
not relegate them some sort limbo where they will not confuse 
and perhaps stimulate further overexpansion 

This the third question which wish discuss: understood 
Professor Hollander say that peculiarity this recent calamity 
was that there was manifestation Then 
went ahead and described the most eloquent, telling and succinct 
terms just what understand bubblemania.” Perhaps Professor 
Hollander had mind that there was not one bubblemania,” 
was the case the Mississippi bubble and the South Sea bubble, but 
multitude, plethora bubbles. seems that this period 
have just passed through could very well characterized 
“bubbling period our stock market history. 


PROFESSOR HOLLANDER: Mr. Chairman, beg your indulgence for 
bobbing this monopolistic way, but should like very much 
clarify any doubts which good friend, Dr. Meeker, may have 
his mind. 

think his first query had with the justification re- 
mark that the crash was unexpected. You will perhaps recall the 
language his criticism. said were all the opinion that 
the crash would come but were all (notice the identity the cate- 
gories) the opinion that would hold over until the next peak. 
Well, seems that more effective setting for unex- 
pectedness could created than the juncture those two states 
mind. 

His second comment had with remark that there was 
exhaustion credit, and indicated that reference the reserve 
position the central bank. exhaustion credit mean 
such situation existed 1907, universal condition loaned- 
matter what the difference might the actual 
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reserve position the fact remains that bank was precluded from 
extending credit the exhaustion its lending power, and that 
definitely excludes the 1929 panic from the category other panics, 
which even gold bars could not obtain dollar additional credit 
without violation the law. 

The third comment had with use the term bubble.” 
perhaps exceeded warrant employing the sense which 
had supposed was generally accepted literary discussion, mean- 
ing not the overvaluation substantial issues but the gullibility 
the public absorbing purely fantastic and worthless securities 
enterprises such believe figured milkmaids 
Brazil look after the herds cows there, and exporting skates 
tropical climates. 


Mr. Harpy (Brookings Institution) Professor Beckhart re- 
ferred the pegging the call loan rate six per cent. Some 
outside New York would very much interested have some- 
one tell just what did happen the call loan market. 
very extraordinary situation. All last winter and spring and summer, 
call money was worth average nine per cent, running 
twenty per cent. Then with the stock market panic, with brokers’ 
loans shrinking billion two day, call money was worth 
only six per cent. have been told, high financial authority, 
that the panic selling was large part due the action outside 
lenders, lenders other than banks, withdrawing their loans this 
time and forcing liquidation. Professor Beckhart referred the 
fact that these outside loans were contingent liabilities the banks. 

the face the event, looks though what happened was 
that the nine per cent rate drew this outside money into the market 
and the six per cent rate drove out again. Was one willing, the 
week before last, pay nine per cent order get more loans 
than got? Was one willing meet that demand, was the 
channel between the would-be suppliers and buyers some way 
cut off? Did the New York banks underbid the outside lenders? 
And so, why did the volume loans shrink billion and 
half? did the New York banks, the necessary intermediaries 
the case large proportion the outside lenders, decide 
effect not allow more than six per cent paid, and not 
provide much six per cent the market had previously been 
able get? whom does the responsibility for this shrink- 
age rest, the New York banks the outside lenders? 


PROFESSOR First all, should say that the call 
loan rate established the marginal principal; that is, very 
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small additional fund going into the market will make great changes 
market rates. The marginal lenders the market are for the 
most part the New York banks. 

You may remember last December when the call loan rate threat- 
ened rise very great heights reason the withdrawal 
funds out-of-town banks and others (the out-of-town banks 
desired withdraw funds over the end the year for window- 
dressing purposes and the others for dividend purposes) the New 
York banks took over the loans and put sufficient funds the market 
meet the demand rate which did not rise above twelve per 
cent. other words, the rate was pegged twelve per cent over 
the end the year. 

During the crisis and immediately preceding the crisis, rates 
interest New York fell. Rates interest declined early 
October. That probably associated with the acceptance 
policy the part the Reserve Banks building their portfolio 
acceptances rapidly and putting funds the market this way 
which were added the reserves member banks and which per- 
mitted member banks expand their own credit they desired. 

During the crisis itself the out-of-town banks withdrew funds 
rather converted their call loans into bankers’ balances, because 
apprehension the part the out-of-town banks the situation 
that might develop. Corporations drew funds out the market 
not because the rate was low because the rate had dropped, but 
reason fear the eventualities the situation. The New York 
banks took over the loans and doing acted with considerable 
courage. taking over the loans they simply credited the deposit 
accounts the out-of-town banks and the others and assumed the 
loan burden themselves. Consequently loans for own account be- 
tween the 23d and the 30th October, recall the figures, rose 
over billion dollars. 

The New York banks during this particular period again pegged 
the rate; that is, they were willing supply the market with funds 
such amount that the call loan rate did not rise above the six per 
cent level. Thus notwithstanding tremendous collapse security 
prices such control was exercised that had moderate rates 
interest. 
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SOME REMEDIES FOR STOCK GAMBLING* 


HENRY ROGERS SEAGER 
Professor Political Economy, Columbia University 


BJECTION has sometimes been made that our pro- 
grams lack timeliness. this occasion the program 
has been anything too timely, timely that has 
been extremely difficult get the representative men whom 
wished have speak different topics with us. 
The Academy has never had much trouble organizing 
program and, what quite important, keeping 
organized. 

The most serious gap our program this afternoon the 
absence, because illness, Mr. Paul Warburg, who was 
have presided. taking his place, shall not venture say 
anything about the operation the Federal Reserve System 
these troublous times; the speakers follow are much 
more competent deal with that topic. Instead, may make 
few remarks upon happenings which are not unrelated 
the present situation? 

unfortunate propensity human nature always 
look for some excuse for things for which must ourselves 
share the blame. always wish place responsibility 
someone else. have that sort defense psychology. 
want find scapegoat and condemning him preserve 
our own self-confidence and self-respect. 

our present situation, Wall Street blaming Washing- 
ton, and particularly the United States Senate. The United 
States Senate occupying the final days what has proved 
not over-profitable special session castigating its detractors. 

the newspapers the craft which belong, the pro- 
fessors, have come for some share criticism. Some pro- 
fessors viewed the market situation through rosy-hued glasses 
just before the crash, and the financial papers, commenting 
their remarks, pass lightly from criticism individuals 


address the opening the Afternoon Session, Annual 
Meeting the Academy Political Science, November 22, 1929. 
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caricature the generally—as though had 
all been imbued with the same optimism. are too gratified 
have much notice taken craft resent this 
procedure, and merely mention another illustration 
what call colloquially passing the 

believe that behind this tendency pass the buck and 
personify and condemn whole groups—speaking Wall Street 
though were one individual with one point view, the 
Senate though were another individual with another 
point view, and though they thought 
and acted one general consciousness guilt. 
Now that the excitement over and have time for sober 
reflection want urge more careful analysis and less hasty 
generalization. 

review what has happened must not agree that 
all shared responsibility for the phenomenal boom and 
for the inevitable crash which followed it? Was not the fun- 
damental cause the desire get something for nothing that 
has controlled the policies practically every group having 
anything with the market throughout the United States? 
controlled the attitude the promoters new enterprises. 
controlled the attitude the credulous investors who 
eagerly believed that they would get extravagant dividends, 
that there would continuous appreciation the value 
securities. controlled the development the business 
stockbrokers, whose services were made available, never 
before, amateur speculators willing venture little and 
borrow more the confident expectation-of getting large 
returns. the excitement did not all lose sight the 
knowledge, confirmed over and over again sad experience, 
that buying stocks margins the expectation selling 
them higher prices dangerous? During the last months 
have become nation gamblers, betting recklessly 
stocks, although the law this state prohibits betting 
cards horses. 

the underlying cause what has happened has been the 
substitution great scale the desire get something for 
nothing for the motives which usually regulate business be- 
havior, must not bear this mind considering remedies? 


good deal has been written the last few years regard 
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the contrast between making goods and making money, 
emphasizing that the purpose business make money, 


which does not necessarily result making goods. Should. 


not more and more consciously accept the guide our 
public policy this thought: that ought control our in- 
dustrial system that making money without making goods 
rendering services will become more difficult, whereas mak- 
ing money making goods rendering services will become 
easier? 

How can this principle applied check reckless 
speculation stocks? must not encroach upon the time 
the other speakers develop this subject, and will merely 
mention some measures that merit consideration. The issue 
great scale new securities doubtful untested value 
contributed the crash. This might checked 
thoroughgoing reform our corporation laws, which, 
least some states, are notorious for their laxity. The ease 
with which new capital could acquired caused many cor- 
porations add their cash resources beyond their legitimate 
needs and lend their surplus funds call the attractive 
prevailing rates, free from any the restrictions which 
impose bank loans. All agree that means must found 
control this new source expansion. Margin trading was 
extended take the butcher, the baker and the candlestick 
maker never before. must soberly consider whether 
margin trading for persons small means benefits them 
benefits the market. Unless the Stock Exchange this 
development its own initiative, must prepared for 
insistent demands that curbed legislation. Finally, 
must not condemn one phase the movement encourage 
and assist employees become stockholders their own cor- 
porations, namely, the tendency induce them acquire 
common stock? such stock, subject usually wide 
fluctuations, proper investment for 
tainly many these recent weeks have had reason rue the 
day when they were led believe so. avoid recurrence 
the catastrophe have just experienced, must reform 
our practices these and other respects. 


‘ 
| 
as 
| 


GUIDES BANK ISSUE POLICY 


RANDOLPH BURGESS 
Federal Reserve Bank New York 


both old and new problem. old because there 

have been banks issue operation for many decades, 
including the Bank England, the Bank France, the 
Reichsbank, and others. About the operations these banks 
there has grown comprehensive philosophy which has 
been written down many books. its major principles 
operation the Federal Reserve System different from 
these other banks issue. 

The one difference which sets the Reserve System apart from 
these other banks and gives new problem its possession 
gold reserves unprecedented size. Other differences are 
unimportant compared with this one. 

The old rules for the operation banks issue were simple. 
the time the National Monetary Commission was collecting 
information, before the Reserve System was established, its 
representatives questioned the Bank England its 
policies. The question was asked, and under what 
conditions the bank rate The answer was given, 
“The bank rate raised with the object either preventing 
gold from leaving the country, attracting gold the 
country, and lowered when completely out touch with 
the market rate and circumstances not render necessary 
induce the import gold.” This simple rule operation 
amplified other documents, as, for example, the first 
report the Cunliffe Committee and the testimony 
officials the Bank England before various Parliamentary 
committees. 

not taking serious liberty with these accounts say that 
the accepted credit policy might summarized under three 
heads: (1) keep the currency redeemable, (2) protect 
gold reserves, (3) lend freely times panic. 


policy determination the Federal Reserve System faces 
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These were the stated aims bank issue policy. 
perhaps open question whether practice the policy con- 
formed such simple rules whether, fact, other consider- 
ations did not enter the picture. But, broadly speaking, may 
said that bank issue policy other countries, both 
other times and even more recently, has been largely deter- 
mined the position the gold reserves the bank issue. 
Only rare instances have these banks possessed large enough 
gold reserves permit policy determination the basis 
considerations other than the protection reserves. 

The old rules for banks issue are not sufficient guidance 
for the Federal Reserve System its present position. Its 
gold reserves are large that the country could flooded 
with credit before became necessary raise rates protect 
reserves. would involve the country fearful 
inflation. Some would perhaps argue that world recovery 
might have been more rapid this country had allowed im- 
ported gold expand credit the maximum, but certainly 
majority support could not obtained for that point view. 
The result such policy terms credit inflation and later 
deflation would too severe contemplate seriously. Clearly 
some other principles policy must evoked besides that 
protecting gold reserves. 

Thus the Federal Reserve System has unique responsibility 
but unique opportunity. Its policy can determined not 
what has do, but what best for for the well- 
being the country. Discount rates and open market policies 
can governed the basis what appears the wisest 
policy the best interest business and trade. 

sense the Federal Reserve System has been sailing upon 
uncharted seas, for its policy could not determined the 
old rules. The question which must answered how much 
credit good for the country and what restraints should 
put upon its use. the abstract this complicated and 
appalling problem, difficult trying, for example, say 
what the amount brokers’ loans should be. 

Fortunately the problem does not have settled ab- 
stract terms, but always appears actual situations. 
board directors Federal Reserve bank the Federal 
Reserve Board sits about the table discussing the discount rate, 
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does not have decide the abstract how much Federal 
Reserve credit should ideally employed, but rather faces the 
question whether existing credit situation easier firmer 
credit seems desirable. That not difficult. For example, 
some months ago seemed clear that policy restraint 
the use credit was desirable, for the speculative use credit 
was increasing more rapidly than could possibly maintained 
for extended period without trouble. 

Despite all modern progress economic science and prac- 
tice, the business cycle continues dominating pheno- 
menon American economic life. continue re- 
current tendencies for business operate now too slowly and 
now too rapidly, for producers distributors overestimate 
underestimate the demand for goods, for speculators 
overoptimistic and overpessimistic the future. While the 
steady growth the country evidenced constantly ex- 
panding economic life, constantly enlarging production 
goods, constantly growing stream goods distributed, the 
movement forward not continuous, and the curve actual 
economic activity from month month seldom coincides with 
the smooth upward curve progress, but any given moment 
either above below it. Business moving any given 
time more rapidly more slowly than the pace which can 
maintain. either excess deficiency. These fluc- 
tuations have perhaps been reduced size recently, but recent 
experiences make clear that they have not been eliminated. 

Greater economic stability and more continuous prosperity 
depend curbing the excess and stimulating the deficiencies 
business, and especially upon curbing the excess, for over- 
production and overspeculation are the forerunners business 
depression, unemployment and distress. 

this point that bank issue, and particularly 
bank issue this country under present conditions, should 
perform its most useful service, for easy credit stimulant 
and tight credit depressant, and the bank issue can throw 
its influence toward easy credit tight credit. This influence 
only one many. have learned our cost that the 
bank issue acting alone cannot check all excesses. But 
has important influence. 

This general principle was clearly recognized report 
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the problem unemployment made the President’s Com- 
mittee 1923 the following 


Credit conditions are major importance the upward movement 
the cycle and precipitating the decline, that the first and most 
important method controlling the cycle and preventing excessive ex- 
pansion should found the fundamentals our banking situation. 
Control expansion that production allowed increase and busi- 
actively stimulated proper degree, while expansion checked 
the stage when becomes dangerous, fundamental principle 
already accepted bankers. 


not impossible any time decide whether business 
stimulant depressant. With the wealth statistics 
now available know for most lines business and trade the 
usual rate growth, and the figures tell from month 
month whether are ahead behind that line growth. 
know that bank credit normally grows the rate four 
five per cent year, and excessive growth beyond that rate 
deficiency below that rate signal that the credit situation 
scrutinized with care. With the guidance such 
statistics experienced bankers and business men can recognize 
without serious difficulty when business the prosperity 
depression phase the business cycle. 

fact, the history Federal Reserve credit policy recent 
years, look back it, shows that the Federal Reserve 
System has general exercised restraint times excess and 
has provided the stimulant easy credit time deficiency. 
the speculative boom 1919-1920 the system used discount 
rate increases and other methods restraint. the depres- 
sion 1921-1922 they applied the stimulus low discount 
rates and putting money into the market through the pur- 
chase government securities. the spring 1923, when 
boom conditions began develop, they raised rates and 
securities. the mild depression 1924 they reduced rates 
and bought securities. the speculation early 1925 they 
raised rates and sold securities. the mild depression 
1927 they reduced rates and bought securities. Against the 
speculative enthusiasm 1928 and 1929 the system interposed 
the restraint higher discount rates, reduced open market 
portfolio, and repeated admonitions. 

citing these facts not want suggest that the Federal 
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Reserve System has been wholly successful achieving the 
aim the policies adopted. What can said reviewing 
the history this brief period that the direction move- 
ment Federal Reserve policy has been accordance with 
the general principle exercising influence toward re- 
straint periods excess and stimulation periods reces- 
sion depression. The size the dose firm money easy 
money may times have been too large too small. The 
precise timing the action taken probably could have been 
bettered with the wisdom hindsight. What these facts 
show, however, that the principle have been discussing 
sufficiently practical and sufficiently clear so-that has gen- 
eral been followed the Federal Reserve System. 

There are number corollaries this general point 
view about the purpose and nature bank issue policy. 
The first that the bank issue seeks adapt its policy 
changes business and credit cannot seek its primary 
aim stability money rates. times when the country’s 
economic life moving too rapidly and colored specula- 
tion and excesses one kind another, the Federal Reserve 
System any bank issue may have duty make money 
rates which are already high, higher still, and conversely, 
may the duty the bank issue make money rates 
easier time when they are already easy. 

The Reserve system has peculiarly duty perform this 
connection, for its very presence has modified the automatic 
working some the old relationships credit demand and 
supply. old days the country’s reserve supply credit 
was small that any economic excess promptly used up, 
and money stringency checked the excess. The mechanism 
the Federal Reserve System has made large supplies credit 
readily available and thus the old automatic check has been 
largely replaced voluntary check. using its influence 
toward firmer money times overstimulation the Reserve 
system doing more than supplying artificial substitute 
for old corrective which the coming the system weakened. 
There are times doubt stability money rates de- 
sirable. The stability rates, however, not end itself 
but simply means end. The real object sound 
credit and business conditions and this object may times 
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aided forcing rates high levels forcing them low 
levels. often the duty the bank issue lend money 
freely when there little demand and withhold when the 
demand most clamorous. 

The second corollary this general theory that bank 
issue usually working the opposite direction from public 
psychology. times speculative enthusiasm the bank 
issue always holding back. times gloom and pessi- 
mism the bank issue usually encouraging. This opposition 
the popular trend considerable handicap popularity. 
Fortunately, the world progressing its economic education 
that the value restraint overenthusiasm becoming 
recognized the wiser and more conservative. when 
credit restraint necessary the bank issue must rely the 
support conservative minority, consisting principally 
those congenital pessimists, the economists and the bankers. 
But during those brief periods when becomes the duty 
the bank issue lend its influence toward easy money, the 
bank issue can for the moment bask the warm approval 
the business man, the entrepreneur and the speculator. 
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PUTTING THE SO-CALLED NEW ERA THE TEST 


LIONEL EDIE 
Investment Research Corporation, Detroit 


commonplace that during recent years important 

developments have taken place business methods, such 

hand-to-mouth buying, research, produc- 

tion schedules held balance with consumption, rationaliza- 

tion output. These changes have given rise the term 
“the new 

During recent months this new era has been subjected 
most severe test. When any institution severely strained, 
its weakest side likely most affected. this case, the 
financial side the new era was the weak spot. general, 
bank management had not gone through the same rigid cost 
analysis and operating efficiency improvement which had been 
realized industry. Rationalization output had not been 
applied capital raising and credit creation. Whereas in- 
dustry inventories had been carefully restricted, finance huge 
inventories undigested securities had been allowed ac- 
The principle stability had not received the same 
earnest thought financial markets merchandise markets. 

This was illustrated the report rendered President 
Commitee Recent Economic Changes. this 
elaborate two-volume work the new era, only one chapter 
was devoted specifically recent financial changes, and this 
chapter only four pages the security market. 

The whole structure has just been exposed stock market 
crisis extreme severity. have been congratulating our- 
selves that there was panic the 1907 variety. There was 
not money panic, that true. Yet there were days when 
only very thin wall separated from old-fashioned run 
the banks. What actually happened was not currency 
run the banks but movement the opposite direction. 
The banks made run their customers. There were 
bank failures, but there were plenty customer failures. 
The liabilities the customer failures would compare favor- 
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ably with the usual liabilities bank failures emergency 
this kind. The banks saved the situation and saved them- 
selves the expense the customers. 

These events raise the broad question whether such violent 
movements capital markets are inevitable part the 
modern economic order. Must true that even though 
industry and trade yield higher standard efficiency and 
stability, the capital markets cannot brought within the 
limits similar intelligent rationalization? know 
economic question greater importance. 

recently had occasion read the annual reports the 
Bank France back 1900 and was deeply impressed the 
fact that this great institution has long conceived one its 
primary functions the prevention crises. seasoned, 
conservative institution, rich tradition and background, the 
Bank France recognizes that the function central bank 
prevent crises. Recognition this function more 
less common among European central banks. sort 
irreducible minimum. 

the United States, responsibility for this specific function 
not clearly and definitely acknowledged. Hence, even after 
our great banking reform legislation decade and half ago, 
have been exposed repeated crises most serious 
character. 1920 had crisis which received its initial 
impulse from over-loaned condition the banks exces- 
sive inventories bought inflated prices. Swiftly following 
this commodity crisis, there came agricultural crisis which 
was protracted over many years and was associated with bank 
failures alarming scale. 1927 real estate boom 
culminated the Florida land crisis. This year the crisis 
struck the field stock-market speculation. 

Can central bank properly concern itself with the preven- 
tion such crises? What are the limits within which the 
Federal Reserve System can safely operate with respect such 
financial developments? attempting answer these ques- 
tions, let first have mind the essential characteristic 
crisis. This essential characteristic forced selling fall- 
ing market order pay debt and remain solvent. The sell- 
ing forced the demands creditors who have loaned 


heavily against collateral the form commodities, real 
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estate, securities some other form The forced 
selling itself intensifies the falling market. For each ad- 
ditional wave selling increases supply, sellers become fright- 
ened lest they not sell immediately they will face still 
lower prices tomorrow. The owners commodities, real 
estate, securities whatever form property involved are 
threatened with bankruptcy unless they liquidate once and 
get out debt with the banks. repeat, therefore, the 
essential characteristic crisis forced selling falling 
market pay debt and remain solvent. 

1920, manufacturers and merchants were forced sell 
commodities when prices were plunging downward and use 
the proceeds pay banking and trade creditors. 1921 and 
later years, farmers were under pressure sell land 
sagging market and struggle against bankruptcy them- 
selves and country banks. 1927, was land which had 
liquidated collapsed market pay debt. 1929, 
was securities which were sold out frightened market 
the desperate effort meet debts outstanding. 

The prevention crises these types requires the preven- 
tion the conditions which make crises inevitable. re- 
quires the prevention train circumstances which lead 
toward unstable market position. These antecedent cir- 
cumstances run according fairly simple and standard 
pattern. simplest terms, every crisis must preceded 
rising prices the goods properties the given market, 
these rising prices being supported, made possible and even 
stimulated bank credit. The prices rarely ever could 
through the rising wave they were not aided and abetted 
bank credit. 

This process quite confusing those who are accustomed 
think terms the orthodox law supply and demand. 
is, indeed, quite the opposite that law commonly under- 
stood either the man the street the academic econ- 
omist. commonly understood, the law means that rise 
price will make sellers offer more supply and will cause 
buyers demand less. The higher the price the greater the 
supply and the less the demand. Our textbooks are filled 
with graphs illustrating this law and our newspaper editors 
and business review writers are prone tell that neither 

[516] 


4 
4 
i ‘ 

) 

\ 


No. THE SO-CALLED NEW ERA 


individuals nor politicians can successfully violate the great 
law supply and demand that someone has said can make 
economist any parrot teaching him say the law 
supply and demand. Any exception usually relegated 
trivial footnote or, use the phrase American economist, 
dismissed the penumbra the subject. 

But when come discuss the meaning crises, the ex- 
ception becomes the rule. This requires explanation. Con- 
sider the period during which the way being paved for 
crisis relating commodity markets. Some early impetus 
price leads buyers fear shortage given commodity 
and expectation higher price. Their strategy is, there- 
fore, buy large supply advance needs, getting the 
commodity today’s low price order avoid next month’s 
higher price. Clearly, here the higher the price, the greater 
the demand. This just the reverse the great law 
supply and demand commonly defined, which declares the 
higher the price the less the demand. 

was the same the farm land boom. Price advances 
led expectations further advances. People bought the 
more heavily prices moved upward. prices meant 
greater demand, not less. 

The supply-demand relationships leading the late un- 
pleasantness the stock markets are like character. When 
common stocks were lifted sell twelve times earnings, the 
expectation that they would still higher meant that the 
high prices caused greater demand instead less. Then 
prices rose fifteen times earnings, and up. The law 
supply and demand, usually understood, was working 
reverse. 

Now, this behavior supply and demand typical all 
pre-crisis periods far can discover. typical 
commodity booms, building booms, land booms and security 
booms. 

are ever prevent crises, must devise ways and 
means preventing this sort supply-demand behavior from 
running extremes. The static economic law inadequate, 
have found repeatedly that high price does not check de- 
mand such periods and does not put supply stable re- 
lationship with demand. Rather, high price such periods 
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acts alcoholic stimulant further extremes demand 
and puts supply farther than ever from stable levels. there 
any method prevention these cumulative developments? 

answer, must turn the part played bank credit. 
possible such periods shoot prices because buyers 
expand their purchasing power from loans. Bank loans made 
possible the commodity inflation 1920, the land inflation 
1920 1927, and the security inflation 1927 
ers would exhaust their purchasing power rather quickly the 
banks did not replenish it. real degree responsibility 
therefore comes back the banking system the country. 
The bankers cannot escape this responsibility. any power 
can prevent the conditions which lead crises, that power 
lies with the banking system. 

Let summarize this point. primary function 
central bank prevent crises. The essential character- 
istic crisis forced selling falling market pay 
debts and escape bankruptcy. The period preceding crisis 
marked rising prices supported bank credit. During 
this period, the law supply and demand operates that 
each rise price instead checking demand stimulates 
further demand. The cumulation this process made 
possible the new purchasing power made available buyers 
through increased bank loans. The banks thus play essen- 
tial the circumstances which later make crisis possible. 

This brings the crucial problem: the prevailing 
American philosophy the proper relation the Federal 
Reserve banks speculation Wall Street wise and sound? 
dealing with this problem let not indulge intolerant 
criticism. have desire engage the cross fire 
partisan attack and defense the Federal Reserve, but 
think that may well reéxamine the course over which 
have traveled late years with view finding whether our 
central banking philosophy adapted the prevention 
crises. shall have particular reference prevention crises 
the security markets. 

one goes back the philosophy the framers the 
Federal Reserve Act, one finds certain simple, definite ideas. 
was claimed that Wall Street tended absorb too much 
money the country and was expected that the estab- 
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lishment twelve Federal Reserve banks would decentralize 
money supply. knows how thoroughly subsequent 
history has destroyed this original conception. But was 
further claimed that the Federal Reserve should not furnish 
credit for speculative purposes. time has gone on, the idea 
seems have become that the central banks should not let 
speculation enter into the determination their policies. 
said they should not think about speculation. Let them 
think about the needs trade and let speculation whither- 
soever may. 

Now this naive doctrine does not seem sound 
economics wise policy. relic the old cleavage be- 
tween the West and Wall Street. left-over the pro- 
vincial philosophy militant interior warring against the 
money power the East. nearly can discover, there 
similar doctrine accepted the older financial centers 
Europe. doctrine peculiar country still profoundly 
influenced agricultural democracy. Although histor- 
ically explainable, the doctrine does not square all with the 
real nature the American money market. 

quite impossible purge central bank policy from all 
consideration speculative conditions country where the 
chief money market call-loan market intimately tied 
with the stock exchange. other large country does the 
call-money market for security loans play such relatively 
important experience, the Federal Reserve Bank 
New York has found necessary study carefully the opera- 
tions the call-loan market. well-known fact now that 
the day-to-day rediscount requirements New York member 
banks are closely interrelated with the day-to-day deficit 
surplus reserves those banks and with the ups and downs 
the call-loan rate. The 1928 annual report the Federal 
Reserve Board frankly admits the error the old concept 
water-tight compartments between Wall Street and the rest 
country. Not only the attempted separation 
security market and bank policy historically obsolete and 
financially impracticable, but also utterly impossible when 
actually arrives. 

When comes Wall Street, Federal Reserve banks 
are expected step and play courageous and heroic 
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part. think everyone admires the manner which the 
Federal Reserve banks came the rescue during the last week 
October, 1929. Furthermore, Federal Reserve banks are 
asked help repair the damage after the storm has passed, 
mitigate the harmful effects upon business, and restore 
healthy condition industry. other words, insist that 
the Federal Reserve shall assume responsibility the midst 
crisis and the period convalescence after the crisis, 
but according our traditional philosophy, have not been 
willing assign them the responsibility for the prevention 
must come the principle that the function 
central bank prevent crises. 

The existing substitute for this principle quite inade- 
quate. This substitute principle seems that the Fed- 
eral Reserve should interfere only after the stock market has 
begun draw funds away from trade and industry. What 
will the earmarks such condition? understand it, 
the primary symptom would any tendency for member banks 
rediscount and use the funds for call loans customer 
loans securities. 

Now, this signal hopelessly inadequate. wholly pos- 
sible for rediscounting banks keeping their speculative 
credits down, while other banks are expanding their specula- 
tive credits rapidly. entirely possible for dollar 
credit initially made for trade and industry drift natural 
processes circulation into the security market. This process 
indirectly feeding funds into the stock market can for 
some time and reach acute stage before evidence begins 
show clearly that the stock market draining money from 
industry that Federal Reserve rediscounts are being used 
feeder for the speculative money market. 

What has actually tended happen this. Our central 
banks have inadvertently poured fuel into the speculative burn- 
ers and much later date have tried vainly put out the 
fire. When the central bankers insist that they cannot take 
speculation into account, can pretty sure that uncon- 
sciously their policy resulting the groundwork new 
outbreak speculative activity based bank 

Does this mean that the Federal Reserve should assume re- 
sponsibility for stabilizing completely Wall Street 
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Absolutely not! Nor should any opportunity left the 
public assume that somehow the Federal Reserve will pro- 
tect them from their own speculative follies and excesses. 

What central bank can prevent the expansion 
credit for the creation those conditions which finally make 
possible stock market crisis. Probably adequate defense can 
given for the lowering the Federal Reserve rate 1927, 
but hard conceive any adequate defense the failure 
promptly thereafter advance rates more decisively with 
view the the speculative fever that was 
being born that time. This observation may made with- 
out any way endeavoring make carping criticism the 
Federal Reserve. this spirit, feel warranted saying 
that although the Federal Reserve performed heroically the 
midst the recent crisis and will doubtless all its power 
repair the damage the crisis, cannot point the same 
record achievement preventing the crisis. making 
any such observation, one must think terms the whole 
period from 1927 1929 and not merely terms the few 
months preceding the crash this year. 

The weapons for prevention crises are mainly threefold: 
moral suasion, raising the rate, and regulating the reserve. 
the past moral suasion has been less effective this country 
than other countries because our system independent 
banks. the larger countries abroad, central bank can 
confer informally with few leading bankers and give warn- 
ing that too much credit being put out for this that pur- 
pose. These leading bankers control many branch banks 
that their willingness follow the warning reasonably 
effective. Moreover, there has grown tradition foreign 
banking circles the effect that the big banks must play the 
game with the central banks when such warning given. 
this country, the lack concentration banking has been 
handicap moral suasion. But perhaps even more 
handicap has been the absence the tradition which called 
for playing the game with the central bank. However, even 
though face these handicaps the United States, when 
moral suasion breaks down, raising the rate more tangible 
weapon. Now will said that raising the rate order 
punish the stock market will also have the effect penalizing 
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business. The answer this point view that gradual 
slow process advancing the rate would have stunting 
effect business, but sharp and swift advance the rate 
would have the affect checking the false inflation security 
markets without paralyzing business. this respect there has 
grown since the war, both this country and England, 
false feeling that change the discount rate somehow 
evil thing. Stability the discount rate has been put 
pedestal. Probably not little our difficulty comes from 
this false When moral suasion fails prevent those 
conditions which may lead crisis the security market, 
then time for decisive advance the discount rate and 
tightening the money market. such time, stability the 
rate can only lead cumulation those stresses and strains 
which will finally develop into crisis. 

soon such decisive advance the rate has worked its 
influence upon the security market, then the rate can properly 
lowered that business need not unduly hampered. 

addition moral suasion and raising the rate, there 
the weapon regulating the reserve. the reserve re- 
stricted the central bank that credit does not suddenly 
shoot ahead normal rate growth, the chances specu- 
lative conditions’ being carried crisis proportions are small. 
fact this part the situation adequately handled, the 
other weapons prevention, namely moral suasion and raising 
the rate, are relatively easy. 

shall not pursue this phase the problem further because 
interested now establishing the principle that the pre- 
vention crises, including stock market crises, function 
the central bank. The good parts the new era cannot give 
society much profit unless the financial side the new era 
comes for more thorough rationalization. 

conclusion, the central banks should assume responsibility 
for attempting prevent crises. This attempt should include 
stock market crises well others. There are certain con- 
ditions which give the problem peculiar slant the United 
States, but spite these would seem that our central 
banks have not yet realized their full opportunities and respon- 
sibilities for the prevention business crises. the phil- 
osophy the past prevail the future, then must look 
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forward repetitions the disaster 1929. Without at- 
tempting criticize blame, think should willing 
reéxamine the premises from which central bank policy has 
proceeded and set objective for the future preven- 
tion rapidly rising prices fed and nourished too much 
bank credit. moral suasion ineffective, then the discount 
rate should courageously applied. this application 
timely and sharp there every reason believe 
crises can “nipped the speak, without 
greatly retarding the smooth course business prosperity. 
function the central bank prevent crises. 
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THE WORKING THE GOLD STANDARD 
UNDER PRESENT CONDITIONS 


OLIVER SPRAGUE 
Professor Banking and Finance, Harvard University 


welter disordered currencies the World War 
period and gold has now become more universally than 
ever before the foundation the structure credit through- 
out the world. This return the haven familiar monetary 
practice significant the widespread conviction that the 
gold standard essential factor the maintenance 
reasonable measure international financial stability for 
which there promising and practicable substitute. Aside 
from the defect, perhaps not incurable, long-time secular 
price trends, the gold standard worked well during the half- 
century preceding the war and the public hopeful not less 
satisfactory results the future. That these hopes can 
realized, firmly convinced, but under present and pro- 
spective conditions they can realized only through greater 
measure and conscious effort than was required 
under the conditions that obtained the pre-war period. 
Deferring the close this paper the problem secular 
price trends, shall first discuss the gold standard opera- 
tion through gold movements, actual anticipated, affects 
the supply and cost credit and brings about changes 
economic and financial conditions. Between countries that are 
the gold standard forces are constantly work tending 
check any wide departure from international equilibrium 
payments. When the causes disequilibrium are not 
deep-seated nature involving difficult and far-reaching read- 
justments, industrial and financial, the corrective process 
through the operation the gold standard large measure 
impersonal and even automatic. Gold exports, not much 
because they are means payment, but through the re- 
straining influence which they exert the countries losing the 
gold together with the easing the money markets the 
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countries receiving it, are effective means correcting 
those slight departures from equilibrium that are constant 
occurrence the ordinary course international trade and 
other foreign transactions. 

During long period years preceding the World War, 
continuous series slight, all events means ex- 
treme, adjustments was characteristic the international eco- 
nomic situation and the influence gold movements quite 
manageable proportions was sufficient maintain the nations 
financial equilibrium. But now the gold standard has been re- 
stored world that comparison far greater remove 
from economic and financial equilibrium; world also 
which international payments great magnitude and largely 
non-economic origin are made over long series 
years. The situation would clearly seem one which 
anything approaching the automatic operation the gold 
standard might expected involve stresses and strains 
severe threaten the breakdown the machinery credit. 
There are limits upon the amount gold that can with- 
drawn for export without endangering confidence the credit 
structure and there are also limits upon the possibilities 
credit contraction and consequent shrinkage values dis- 
astrous industrial dislocation escaped. the other 
hand, gold inflows may such magnitude threaten 
serious inflation the gold fully utilized basis for credit 
expansion. And yet, the gold not thus employed, the 
extent the necessary readjustment widened the gold 
exporting countries. 

Payment reparations and the interallied debts together 
with changes trade channels, more and higher tariff walls 
and much foreign more less distress char- 
acter all combine create situation which less reliance 
than formerly can placed upon the unfettered working 
economic forces and particularly upon those monetary 
nature. situation that demands the adoption con- 
certed policies based upon intelligent foresight and adopted 
well advance the appearance emergencies. Indeed, 
the international position the present time seems not unlike 
that business enterprises which have promising possibilities 
but which require time work themselves out unsatis- 
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factory situation. The application such basic and time- 
consuming remedies the development new industries and 
improved methods production can only limited degree 
hastened under the spur monetary pressure and may 
indefinitely deferred that pressure extremely severe. 

addition these familiar conditions that must render 
the establishment and maintenance international balance 
payments exceptionally difficult matter the immediate 
future, there still another factor militating against the 
smooth working the gold standard that perhaps less gen- 
erally recognized. refer the effect the presence the 
United States creditor country and the functioning 
the New York money market world money market. 
the basis recent experiences, hardly too much say 
that the United States most unsatisfactory creditor country 
from the point view the rest the world. This due 
the fact that are only intermittently creditor country. 
the good old days prior the war, capital was largely dis- 
tributed throughout the world through the London investment 
market, and supply funds for long-time use foreign 
countries was always available. The domestic demand for 
capital Great Britain and the neighboring countries the 
Continent was fairly stable and never approached the aggre- 
gate current savings signifying investment. other words, 
the domestic demand never absorbed all the available supply 
and consequently foreign borrowers could rely with fair de- 
gree assurance upon the possibility securing additional 
accommodation London. Contrast now the experience 
the foreigner with the American market. began few 
years ago with not little blare trumpets make very con- 
siderable foreign investments. Satisfactory investments, 
doubt, but the same time, congratulated ourselves upon 
the assistance that were rendering the rest the world. 
Then the domestic demand for funds increased and we, 
speak, closed shop. 

Consider the case bank which had taken the accounts 
numbers business concerns, granted them credit for sea- 
son two, and then one fine day informed them that the 
bank had found better use for its money. well managed 
bank does that sort thing. assumes that has certain 
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responsibility its customers and long they remain 
satisfactory financial condition, they can rely upon the bank. 
The foreigner, least far recent experience may taken 
basis for judgment, cannot rely upon the United States 
source fairly stable supply additional funds even 
consider himself secure against endeavors withdraw rather 
suddenly some the funds already invested. 

Our money market for short-time accommodation has also 
appeared more disturbing factor the international situ- 
ation than any former period. have had many stock 
market booms this country but the recent boom the first 
since the United States has become creditor country. the 
old days when were debtor country, 10% 
12% rate for call loans would have frightened the foreign in- 
vestor and far from attracting additional funds, would 
rather have tended bring about the withdrawal some 
the accommodation already extended. But since our market 
has become exceedingly strong creditor market, the ad- 
vance money rates longer has that effect but rather tends 
force rates other countries through its attractive force. 

from time time the future the New York money 
market show increasing demand for funds measured 
billions dollars which continues expand spite 
12% money, then the question will doubtless present itself 
whether might not the advantage the rest the 
world establish its systems currency upon some other 
basis than that occupied the United States. the light 
recent experience, however, perhaps reasonable 
presume that operations the security markets are altogether 
unlikely similarly disturbing again for many years 
come, ever. think may anticipate that the Federal 
Reserve System the future will take more drastic action and 
earlier date order check speculative movement 
the type which have recently experienced, and think 
may also fairly confident that the precedent conditions 
favorable extreme advance security quotations and the 
attitude the public large will hardly favorable, 
all events during the lifetime most here present. 
therefore disposed think that the disturbing influence the 
working the gold standard arising out the character 
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our stock market activities will not reappear and may 
regarded being out the way for the future. But, re- 
peat, other factors requiring careful management the near 
future remain, and for that reason believe will long 
time before approach anything like the simplicity func- 
tioning the gold standard the pre-war period. Too much 
must not expected from the gold standard period 
marked very wide departures, actual prospective, from 
equilibrium payments between the nations. 

now turn another aspect the gold standard problem, 
that which has with secular price trends. accept the 
view that highly probable that the supply gold cur- 
rently produced from the mines will not adequate under 
existing methods monetary use support sufficient 
amount credit maintain the present level prices 
throughout the world. The question therefore presents itself 
whether possible under the gold standard meet situ- 
ation declining production gold without serious decline 
prices over somewhat indefinite period of, let say, 
from fifteen thirty years. may noted first that 
some changes have occurred the mechanical relationship 
between gold and the volume the circulating medium. 
happens that some directions, recent changes economize the 
use gold and other directions, changes have apparently 
the opposite effect. The net result, therefore, seems rather 
indeterminate. very great economy has been secured 
through the practical elimination throughout the world gold 
coin currency and there will probably reversion 
this quite needless use gold unless there should very 
large increase the output gold from the mines threaten- 
ing undesirable upward movements prices. the other 
hand, there now more general establishment definite 
legal reserve ratios. this country, have for genera- 
tions had reserve ratios and the establishment the 
Federal Reserve System and subsequent changes the Re- 
serve Act, the gold legally required basis for given 
volume credit has been materially reduced. the case 
many other countries, however, which did not have any gold 
reserve requirements the pre-war period, these require- 
ments have been established as, for example, the case 
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France where 35% gold reserve has been set against both 
the notes and deposit liability the Bank France. 

The establishment legal reserve ratios has effect that 
not fully measured the ratios themselves since they in- 
evitably lead the banks issue desire acquire more than 
the legal minimum. Working the basis 35% legal re- 
quirement, bank issue naturally will desire have 
50% gold order take care increasing credit de- 
mands well meet contingencies. This universalization 
gold reserve ratios appears the most serious 
obstacle the way meeting situation that will arise 
the event declining gold production. What needed 
meet that situation attitude mind the part the 
public together with legal authority which will give elasticity 
remove rigidity from the relationship between gold stocks 
the one hand, and the supply credit and currency the 
other. cannot too strongly emphasized that there 
particular ratio between gold the one hand and credit and 
currency the other that required support and give 
strength the credit structure. Attention has been called 
to, some alarm expressed at, the declining ratio between gold 
and total bank deposits the United States, ratio that has 
declined recent years from between and 
6%. This decline matter absolutely real conse- 
quence. What important the case our banks the 
character and nature the other 95% assets backing the 
deposits. Whether out the 100% assets, gold and 
93% other assets, 95% other assets and only gold, 
matter that has practical significance. What import- 
ant the case gold that there should sufficient 
amount available each country meet any requirements for 
use that may conceivably arise particular requirements 
gold for export. Looked from this point view, the 
amount gold that the different countries need greatly varies, 
but the amount does not depend upon the magnitude the out- 
standing volume credit. The United States, for example, 
needs comparatively little gold because from its creditor posi- 
tion would able check gold outflow very moderate 
advances rates which would followed the usual reper- 
cussion upon security movements and trade. the other 
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hand, country like Brazil needs relatively large gold reserve 
gold exchange because country which mainly 
agricultural. Its exports are largely made coffee, 
product subject considerable variation from year year 
account differences the crop and the course prices. 
Moreover, the country heavily debtor country. There- 
fore, possible increase discount rates and other lend- 
ing rates Brazil could relied upon check outflow 
gold due either-to withdrawals foreign capital 
shrinkage the value exports. But the amount gold 
that might required cannot directly related the volume 
credit and currency that might outstanding the 
country. 

the event shrinkage gold production and clear 
evidence deficiency the supply credit owing 
inadequate reserves under existing legal requirements, the 
appropriate remedy would very gradual reduction the 
reserves the central banks issue throughout the world. 
This reduction effective should limited the banks 
issue and not extended any reserve balances required 
other banks. reduction the reserve required the 
member banks the United States, for example, would not 
accomplish the desired result because certain that the 
member banks would immediately utilize the full any re- 
duction without any reference whatever the course prices. 
But gradual decline the reserve ratio the Federal Re- 
serve Banks from the present level 70% to, let say, 20% 
would quite within the limits safety were made 
gradually and with view the prevention credit contrac- 
tion such limitation the normal increase the supply 
credit would force downward movement prices over 
the years. not the supply gold, and the 
reason the very simple one that the character and strength 
the credit and currency country fundamental 
way determined, much less measured, the amount gold 
which held. 
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DISCUSSION: CREDIT REGULATION THROUGH THE 
FEDERAL RESERVE 


Mr. (economist with Case, Pomeroy and 
Company, New York; formerly with the Federal Reserve Bank) 
While sure that most our private capacities are agreed 
that during the last six weeks either the market made num- 
ber regrettable mistakes, think may also agree, looking 
entirely Pickwickian manner—in which manner appear be- 
fore you this afternoon—that was one the most beautiful 
panics that the world has ever seen. (Laughter.) was beautiful 
because was free from extraneous and confusing circumstances. 
was not caused catastrophic decline commodity prices. 
was not caused the sudden eruption war and alarms without. 
was not caused direct inability obtain credit. was not 
complicated any unusual development politically adverse 
character the legislative administrative bodies government, 
was the case 1907. was almost free from all those things 
that usually associate with panics. All that happened was that 
securities were one level and then all sudden, quote from 
recent popular book, suddenly found that there were new 
levels security prices.” 

The paper Professor Edie seemed particularly apt 
and timely this moment. Undoubtedly one the functions and 
one the leading desires central bank avoid these economic 
spasms that from time time convulse all countries and particularly 
frequently the United States. But while the aim one the 
aims central bank prevent such crises, there are certain very 
profound limitations upon the action which able take, par- 
ticularly the early stages. 

You will remember that the entrance the Treasury ancient 
Rome there was the statue Janus, deity with two faces. 
looked both inward and outward. And that very much the position 
central bank. Mrs. Malaprop remarked Cerberus, 
first all course charged with the administration its own 
money market, but long member the society gold 
nations cannot entirely divorce itself from certain inter- 
national responsibilities. Very frequently there conflict that 
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point. The policy which might most desirable from the point 
view the domestic money market may extremely undesirable 
from the point view the international money market. That 
paradox certainly was characteristic the last two-year period. All 
through the period, from the beginning 1928, when the brakes 
were applied very moderately, even moderate application brakes 
was felt sensibly countries remote from our own. 

Then, too, because are member international society 
possible certain extent for the central banks other countries 
thwart the operation the central bank one country and that 
again think was characteristic limited extent the past few 
months. 

the application the brakes course always the duty 
the central bank little can impede the progress 
legitimate business, so-called, while restraining the progress 
speculation. other words, even though recognized given 
period that desirable-to begin apply brakes, the amount 
pressure that should put those brakes extremely difficult 
matter determine, owing the absence satisfactory criteria. 
what point has wave commendable optimism turned into 
wave unjustifiable speculation? far know, there 
way telling that until afterwards and then pretty late. 

far the expansion bank credit was concerned the Reserve 
banks did apply very effective brakes, even early the latter part 
1927. The principal criteria credit expansion this country 
show that there was perceptible expansion Reserve bank credit 
through the member banks between September 1927 and September 
1929. For the United States, country which habituated 
something like five per cent expansion per annum its credit, 
good deal restraint implied merely the curtailment the 
expansion credit for two years. good deal pressure was put 
the brakes. That was not sufficient was proved only the 
event, and after all the consequence and not the theory that 
counts. 

this connection, however, observed that regards 
the supply money for speculation, the central bank the United 
States occupies peculiar position. For more than hundred years 
before there was any Federal Reserve System had organized 
money market, call market centering about the Stock Exchange, 
which developed extraordinary degree efficiency performing 
many the functions central bank. could not, true, 
issue currency. could not expand credit. could, however, 
mobilize capital and place the disposal speculators, and 
could exercise tremendous drawing power upon foreign countries, 
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pulling their gold, and that way expanding credit. When 
organized the Reserve system, the act virtually ignored the existence 
this ancient régime, and way impaired its capacity function 
rivalry, should conflict interest ever arise between the Reserve 
system and the speculative community. early 1928, soon 
the Reserve banks undertook effectively suspend the expansion 
credit, the Stock Exchange reverted type and resumed its extra- 
ordinary efficiency mobilizer capital and attracter 
gold, that way very largely circumventing the work the Reserve 
banks. could and did function effective opposition. 

This fact, seems me, illustrates the vital point which Professor 
Edie brought out his paper, namely, that the legal separation which 
exists between the Reserve system and the speculative market one 
the great weaknesses our whole position. 

Legally, literal interpretation the Federal Reserve Act would 
bar the use Federal Reserve credit the only call money market 
that have; yet, have seen the last few weeks, very large 
amounts Federal Reserve credit may introduced into the Stock 
Exchange emergencies, apparently solely for medicinal purposes. 

Professor Edie laid his finger upon the crux this situation. 
have had panic. have had panic which had not been 
beautifully free from other conflicting elements—if one item 
really bad news had appeared one those delirious days—might 
have resulted money panic well security panic. some 
way other must work out better modus vivendi between the 


system the country and the Stock Exchange. cannot 


formulate perfectly satisfactory partnership between the Federal 
Reserve system and the Stock Exchange. not believe that 
can ask the Reserve system guarantee even against security 
panics long there complete separation. cannot ask 
the Reserve system guarantee against mistakes judgment 
guarantee the Stock Exchange body against ill-timed oper- 


ations. But until there some recognition that there and must 


definite relation mutual responsibility between the biggest 
single part our money market and the central bank which 
charged with responsibility over our whole money market—a mutual 
responsibility, not one-sided responsibility—we can never free 
from the peril such episodes occurred between the middle 
September and the middle November. 


Mr. (American Founders Corporation) Both 
Professor Sprague and Dr. Burgess expressed some doubt the 
simplicity the working Federal Reserve other reserve banks 
their attempts control price fluctuations and other undesirable 
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phenomena. seemed their opinion that normal times the 
classic theory was approximately correct and workable but extra- 
ordinary times seemed very unlikely that the central banks could 
have much effect market conditions acting the classical 
manner. 

was said one time editor the London Economist 
that six per cent bank rate would drag the gold right out the 
ground and seemed true statement the situation 
England between 1840 and 1920. But equally true that 
eight ten per cent bank rate more apt shove the gold right 
back into the ground because when such rate that prevails 
people who have gold will hoard and will longer have its 
normal effect the business activities the community. 

The fact that this was not appreciated until recent years due 
think the fact that the countries that had adequately developed 
banking systems which were position act the classical 
manner regards their reserves did not through any severe war 
until the Great War. During the Civil War the United States had 
notoriously bad banking system and the fact that adequate 
measures restraint could taken the banks that time was 
not serious objection the classical theory. The War 1870 
between France and Germany lasted such short time far the 
actual fighting was concerned that the exchange rate the franc 
did not depart more than two per cent from gold parity and conse- 
quently the classical theory control credit central hanks 
was not seriously affected that episode. was not until the 
Great War, when most the countries that were presumably 
gold standard drifted far from it, that the inadequacy shifting 
the discount rate the central bank became fully apparent. 

Even ordinary times, Dr. Burgess suggested, there some 
doubt the exact way which the methods control work out. 
very recent episode bears this point. The New York Reserve 
Bank raised its discount rate August According the classi- 
cal theory that action should have been followed eventually 
decrease the exchange rates the leading European currencies. 
such decrease occurred. For three weeks least the stock 
market continued rise this country and even one two 
European countries and then leading stocks began waver price; 
especially Europe they began down; but there was effect 
the exchange rates. 

The Bank England raised its discount rate September 26. 
would natural for hasty student the situation assume 
that that was responsible for the increase the exchange rate 
the pound sterling and the other leading European currencies 
[534] 
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that took place about that time. But the actual fact that those 
exchanges started up, every one them, five days before the 
Bank England raised its rate. there was any connection be- 
tween these two phenomena seems evident that the increase the 
Bank England rate must have been the result rather than the cause 
the rise the pound sterling exchange quotation. 

seems that the real cause that movement exchanges 
and therefore indirectly the fall stock prices that took place 
this country October was the Hatry failure London. 
was arrested September 20. the next day the rates all the 
leading European exchanges showed perceptible rise. They had 
been below par, was normal this season the year, but they 
started upward march that continued without interruption until 
October 24, which time they were considerably above par, despite 
the ordinary seasonal trend. 

October was also the day the first bad break Wall Street, 
the first panic day. seems obvious from the quotations the 
exchanges that there were large transfers being made funds from 
this market the leading European markets result the Hatry 
failure, and that these transfers continued until they could 
longer made profitably. 

course impossible say whether these transfers were 
made European speculators who had protect their own position 
their home markets, whether these European speculators rea- 
soned that the situation London was bad the situation 
New York must worse, and therefore withdrew. makes little 
difference what their motive was. There doubt that there were 
vast sums European money invested one way another 
this country. Some these sums were invested stocks, some 
call loans, and some presumably acceptances. 

During the period between September and October 24, first 
while stock prices were declining, call loans reported weekly 
the Federal Reserve Bank continued increase. That seems 
contrary the suggestion have just made, but analyze these 
figures more closely there possible interpretation. The weekly 
figures published the Federal Reserve Bank not include loans 
made for speculative purposes unless they are made through the 
intermediation banks that report the Federal Reserve System. 
The monthly compilations made the Stock Exchange include 
some those sums, other words, money that loaned directly 
foreigners brokers this country. There was period when 
stock prices were falling and was natural therefore presume 
that brokers’ loans would fall, but the weekly report brokers’ 
loans showed upward movement while the monthly report showed 
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downward movement. seems that this contradiction 
must have been caused the fact that many foreigners who had 
previously made loans brokers other loans collateral their 
own account directly, without the intermediation New York banks, 
either withdrew those loans entirely renewed them only through 
the agency New York bank order get the added pro- 
tection. happened pure accident, believe, that there were 
large amounts available the hands newly organized investment 
trusts that had just floated their securities and had not yet had time 
invest the proceeds. Consequently the volume money available 
for call loans did not decline immediately when the foreigners began 
withdraw their funds, but only after two three weeks. 

The money that was obtained foreigners from the sale ac- 
ceptances that was saved them refusal buy accept- 
ances that they would otherwise have bought, was replaced the 
increased purchases acceptances the Federal Reserve Bank. 

That course just tentative explanation which impos- 
sible prove figures. But the extent that the foreigners 
who had money invested here actual stocks sold their stocks, 
naturally, stocks fell value. That fall continued for the first 
three four days October and was followed reaction up- 
ward, but had gone far that confidence was severely shaken 
and apparently everybody tried get out the bulge, with the 
natural result that the prices turned down again October and 
continued down. 

seems then that can blame the Hatry episode Lon- 
don the occasion this recent fall our stock market. say 
not because course episode like that 
could not have had such serious result unless the structure had 
already been erected dangerous height and stood just ready 
topple over slight touch. 

There much difference opinion the responsibility for 
the building the structure such height, and course some 
tend blame the Federal Reserve Board for not taking more strenu- 
ous action. think that should not too hard the Federal 
Reserve Board anybody else authority, for the reason that 
people with what was considered sound and thorough economic 
training differed widely what the actual situation was and 
whether there was any inflation. 

the spring 1928, meeting the American Statistical 
Association New York, someone pointed out that there were good 
indications, based past history and indices that had. proved valu- 
able forecasters times past, that serious reaction the stock 
market might occur any single month from May, 1928 Novem- 
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ber, 1929 inclusive, and there was practically good reason for 
picking one month there was for picking another. This much 
may said the credit the science economic forecasting: that 
the break actually occurred with five weeks spare. 

long, however, economists have set time period 
eighteen months within which something must happen, impos- 
sible for anybody position authority give entirely satis- 
factory reason for any action might take curb this anticipated 
event. Moreover, even action were taken, frequently happens 
that there are some people who cannot controlled such action. 

have already mentioned belief that the sudden withdrawal 
foreign money was partly responsible for the fall prices. 
cannot conceive any way which the Federal Reserve Board 
could have kept that foreign money out without encouraging even 
more speculation the part the domestic speculators. Raising 
the discount rate usually assumed means attracting 
foreign money. Lowering the discount rate order drive away 
the foreign money would make easier for domestic speculators 
operate. 

the whole, with the development international investment 
and the increased knowledge acquired the speculators and in- 


one country concerning conditions and methods other 


countries, severe fluctuations stock values and stock quotations 
will gradually ironed out. There will enough funds con- 
trolled intelligent and well-informed people shift from market 
market, one another becomes more attractive. look for- 
ward much less erratic movement and wild speculation the next 
ten years than have had the past ten, but will many times 
ten years before everybody will learn how speculate moderation 
and avoid being sadly burned when guesses wrong. 


follows, would state that the conclusions brought out are 
based upon active banking experience fifty years. text 
quote short extract from the address Vice-President Hazle- 
wood the First National Bank Chicago retiring from the 
presidency the American Bankers’ Association its recent con- 
vention. said: The Federal Reserve System for our use 
emergencies carry over peak periods, influence the general 
credit situation through its open market operations, and the 
custodian the country’s gold supply upon which all credit 
based. The Federal Reserve System does not operate for the pur- 
pose adding permanently the funds which dispense our 
customers, nor enable make additional profit through re- 
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discounting better rate, nor make possible take care 
customers who desire purchase hold securities after the loanable 
funds our banks have been exhausted commercial agricul- 
tural loans.” 

Mr. Hazlewood correctly states the purposes the Federal Re- 
serve System, but cannot agree with him when states that does 
not operate for the purpose adding permanently the funds which 
dispense our customers nor enabling make additional 
profit through rediscounting better rate. should not, but 
does actually operate. 

its inception, far recall it, there was intention that 
the system should issue currency wholesale rates banks for the 
latter retail their customers higher rates. Old-fashioned 
and conservative bankers condemn such policy, but bankers 
the thousands seek make the additional profit mentioned and 
condemned Mr. Hazlewood. far has this practice gone that 
when the credit strain the past few months grew more acute the 
banks very largely found themselves with lines accommodation 
high with the Federal Reserve banks and with such limited 
supply eligible paper hand that they could not readily apply 
for further assistance. consequence they were compelled de- 
cline grant credit that under normal conditions would gladly 
have been extended. 

has been uniformly the policy the Bank England main- 
tain its rate somewhat above that the street open market. This 
policy results the automatic operation the law supply and 
demand through the banks the nation, surer index business 
requirements than the judgment the majority body eight 
ten men. 

The mistaken policy the Federal Reserve System indicated 
above has been large factor bringing about the overextended use 
credit through which have been passing for the last two 
three years and which has resulted losses hundreds millions 
dollars our people. the reaction not soon stopped, will 
produce much more scrious results. 

James Forgan, the eminent banker, said address: the 
long run commerce suffers more from periods overabundance 
money than from those scarcity. The origin each recurring 
period tight money can traced preceding periods easy 
money. Whenever money becomes overabundant that bankers 
order keep earning something have force out abnormally 
low rates interest, the foundations are laid for period 
stringency the not far distant future, for then speculation en- 
couraged, prices are inflated, and all sorts securities are floated.” 
[538] 
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view the acute situation which has recently existed felt 
that the Federal Reserve Bank acted wisely lowering the rate 
and then per cent. sudden change higher rate than 
the current market rate for money not advocated but the policy 
which has been pursued should reversed gradually and the ex- 
pansion power the Federal Reserve Banks reserved for special 
and emergency uses indicated Mr. Hazlewood. 


Mr. MEEKER: Mr. Edie made remark that should like 
very much hear elaborated. said had the material 
develop discussion the methods available the Federal Reserve 
System for control prevention panics. Anyone who has given 
much thought the subject would agree the principle laid down 
Mr. Edie and advocated Mr. Sprague, believe, that the 
primary function central bank the prevention panics and 
not the philanthropic job comforting the widows and binding 
the wounds those who suffer when the panic has broken. 

Granted all that, seems that there large room for dis- 
agreement the part Mr. Sprague and Mr. Edie. How can the 
Federal Reserve System possibly control production expansion 
prevent panics the gold supply, the very basis our currency 
and banking system, subjects our price level continual decline 
such suffered from the sixties down 1897? 

should like have Mr. Edie tell agrees with Mr. 
Sprague who, understood him, said does not make any differ- 
ence whether have per cent, per cent, 1/10 1/100 
per cent gold reserve against our bank liabilities; just long 
have something, grain gold, somewhere the country, 
the gold standard safe and sound and can making prog- 
ress onward and upward the last two three years. 

not believe it. must discard the gold standard 
must devise new ways economizing the use gold present 
indications the declining gold supply are fulfilled. 


Mr. (executive vice-president The Stable 
Money Association) was about suggest that Dr. Edie develop 
that part his paper which apparently limitations time prevented 
his giving. particularly interested knowing how the Federal 
Reserve System can prevent rise Stock Exchange prices through 
monetary control without exerting repressive influence upon indus- 
try and bringing about period unemployment. 


Mr. There was slight implication Professor Meeker 
which did not intend give remarks about the appropriate 
[539] 
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amount gold. That had reference whatever either 
crises panics. merely pointed out that, gradually, over 
period time, the gold reserve existing ratios should prove 
insufficient, the gold supply should prove insufficient main- 
tain adequate supply credit support something like the 
present level prices, could gradually work down lower 
gold reserve. Even then might perhaps have the same aggre- 
gate amount gold, but would form lower percentage the 
total outstanding liabilities. cannot conceive situation which 
there could withdrawal gold from the United States amount- 
ing much one, two, three billion dollars; under existing 
financial and economic conditions any considerable withdrawal from 
the United States could readily checked moderate advances 
discount rates. simply insist that for each country the quantity 
gold needed support its credit structure not measured 
universal reserve ratio 35, some other percentage. 


Mr. With Dr. Sprague’s views the gold reserve ratio 
would heartily agree. see reason for adhering the present 
relatively high reserve ratios. They could scaled down less 
than half what they are the present time without imperiling the 
effective operation the gold standard. After talking with people 
central banking circles during the last two years London, Paris, 
Berlin, Amsterdam, and elsewhere, impressed the tenacity 
with which the central bankers Europe adhere gold, put 
pedestal and worship almost fetish, that strongly 
the opinion that adhere too strictly reserve ratios. think 
there great danger that the minds central European bankers 
are wedded too much gold automatic monetary standard. 

With regard the other questions about the weapons for preven- 
tion crises, would very briefly mention them without discussing 
them. 

First, think that the central banks must have very strict regard 
for those periods when either the business community the speculat- 
ing community seems greedy for funds that there tends 
increase loans investments member banks faster than 
normal rate. such time the central banks should become 
extremely cautious feeding out central bank funds serve 
reserve basis for that secondary expansion member bank credit. 
Specifically, give opinion that there was too much gener- 
osity and liberality the part our central banks early 1928 
feeding funds out into the market which were greedily absorbed 
and later gave rise great many problems. 

Weapon Number would moral suasion. That may sound like 
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rather empty weapon the United States but convinced that 
most powerful weapon foreign countries and can become 
much more weapon the United States than has been thus far. 

But failing moral suasion there remains the rate discount. The 
technique for making rate discount effective different when 
you are dealing with speculative markets from what should 
when you are dealing with production, business and trade. When 
you are dealing with production, business and trade gradually 
rising rate interest retarding and restrictive, but not par- 
ticularly retarding restrictive speculative expansion. The only 
kind rate change that decidedly effective dealing with specu- 
lative market likely sharp and drastic rate change, de- 
cisively enforcing consistent moral suasion. 

would say, therefore, that there are three weapons for prevention 
crises: (1) regard for preventing expansion credit; (2) the use 
moral suasion; (3) due regard for the different techniques 
rate increases when you are trying deal with speculative situation 
and when you are trying deal with business situation. 


Mr. Burcess: Professor Edie has made very real contribution 
this question, for true that the writers the Federal Reserve 
Act did not contemplate the situation that has arisen the recent 
past. There nothing the Federal Reserve Act which indicates 
that they contemplated the necessity for dealing with huge specu- 
lative expansion. words describing the use the discount rate 
and the use Federal Reserve credit are all contrary nature: 
the discount rate, according the Act, fixed with view 
accommodating commerce and business.” You can interpret that 
broadly and say that business best accommodated when you adopt 
firm money policies the face too great speculative enthusiasm, 
but that carrying the phrase bit beyond the contemplation 
the writers the Act. like the development constitutional 
practice any country. Practice has beyond the view the 
people who originally wrote the document. this case seems 
logical extension. 

One might also add that the general public this country has not 
recognized dealing with huge speculative use credit hin 
the functions the Reserve Bank. think clearer recognition 
that desirable forward—a recognition that there 
water-tight wall between the use credit business and the use 
credit speculation. bank issue has deal with the whole 
picture, not part it. 

That brings the particular question whether more vigor- 
ous methods the Reserve system could have checked the recent de- 
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velopment time. entirely conceivable that more vigorous 
action taken more promptly might have produced the result. 
Whether was actually possible, one knows. Perhaps, the 
light the experience the past two years, more vigorous action 
may become possible future occasions. 

also very grave question whether more vigorous action would 
have been successful. The fact that the stock market did not 
break until business had shown pretty clear signs recession, until 
some the fundamental bases for optimism were beginning 
crumble beneath the feet those who were promoting the specula- 
tion. Whether Federal Reserve action would have produced the 
result earlier, rather doubt. know that when the discount rate 
the Federal Reserve Bank New York was raised July, 1928, 
for the third time within period three four months, was 
clearly the minds the people dealing with the situation that 
that rate change would probably decisive and that the decks could 
cleared that autumn trade could then forward better 
basis. was not decisive. Whether still further increase would 
have been decisive nobody can say. 

have been experimenting the field central banking. 
This business running central bank where everybody knows that 
the rate increase dictated prudence rather than necessity 
brand new experiment. the old days when central bank 
raised its rate the public knew was because credit would 
deficient. the recent occasion when the Federal Reserve 
System raised its rate with seventy per cent gold reserve, the public 
was not convinced the gravity the situation. 


Mr. WILLIAM SEWARD (manager, Overlea Office, Union Trust 
Company Maryland) should like ask Mr. Burgess question 
regarding the Federal Reserve System. 

Had all the banks this country been members the system, 
would have helped this present situation? ‘The reason ask 
that question because small banker from Baltimore and 
one time were members the system. withdrew not because 
were opposed, antagonistic, but because found that cost 
between two and three per cent our capital and surplus 
maintain our membership. 


Mr. Burcess: you look the question technically, consider- 
ing the working supply and demand the money markets, 
would not have made very much difference, because this situation was 
one that primarily involved the principal centers. The debit figures 
indicate the extent which that was true. The debits, which are 
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the same the old clearings, outside the principal centers showed 
relatively little increase over this entire period, but the figures for 
the principal centers show tremendous increase the velocity 
turnover bank deposits. 

Respecting the control the Reserve banks over the price the 
quantity credit, would not have made very much difference 
whether all the banks were the system not. The system now 
has within its membership three-quarters the banking resources 
the country. That enough take care the element 
technical control. 

The point where might have difference that great 
unknown field public psychology. The business man gets his 
opinions from the banker. Opinions spread throughout the whole 
country ways that know not of. Whether would have made 
any difference more the banks the country had been touch 
with the Federal Reserve System, not know. rather doubt 
would have changed the picture very much. 


Mr. Since the crash the stock market the Fed- 
eral Reserve System and other agencies have been endeavoring 
introduce new spirit buoyancy and hopefulness into the situation. 
The rates money have been lowered. The market has been 
flooded with money. seems that there attempt being 
made create situation wherein stocks will again purchased 
and people will have optimistic attitude toward the whole financial 
structure. there not danger creating new situation which 
buyers stocks and securities may hurt, and lose crash again? 


Mr. Burcess: That again problem human psychology. 
shall take the liberty reading quotation from the London 
under date May 14, 1866, which describes the situation that time: 

once ten years the British public finds itself worth 
several hundred millions less than had supposed. Its estimate 
its wealth had gradually risen climax too extravagant last 
long, and then toppled over. every such disappointment people 
make the reflection that they are least the wiser for it, that they 
will not taken second time perhaps that they will avail 
themselves the next general infatuation and back out time. 
Nevertheless, the next fit comes them like the rest and they 
through all the stages the disease with pathological accuracy. 
Some course are wiser, not better; for they have suffered perse- 
cution, but not learned mercy. The multitude are fleeced and plucked 
they were ten years ago, and twenty years ago, and thirty years 
age, and forty years ago. may even and say fifty years ago 
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and happens hundred and fifty years ago, minus year two, 
when the South Sea Bubble burst. 

then that people don’t learn experience? The 
answer found the individuality and peculiar circumstances 
these successive delusions. Each one has such distinct character- 
istics that cannot identified with its predecessors and can safely 
disclaim all acquaintance with them. delusion monstrous 
when found out and till then marvelous discovery.” 


Mr. CHARLES (secretary The Stable Money 
should like ask whether great many transactions 
that might called extra-banking transactions” are not after all 
truly invested with public interest, and whether they should not 
brought within the scope the supervision state federal 
banking authorities. Certain wise men few months ago told their 
brokers sell their stocks and loaned the proceeds that 
not banking? The banking laws some states are now regulating, 
right down the last nickel, loans under $300 poor people, 
protect these poor people. Should not call money lent brokers 
taken back selling people out, even without notice, brought 
some way within the purview public banking? 


this late hour. quite agree with the speaker that one the 
problems have think about. 
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THE RESPONSIBILITY FOR CREDIT INFLATION 


GEORGE ROBERTS 
Vice-President the National City Bank New York 


The Course Credit Inflation 
FRANK VANDERLIP, returning from trip over 


Europe 1922, wrote book reflections upon the 

state demoralization which had witnessed. 
gave one chapter Inflation, and summed few sen- 
tences. said: 


all the visitations evil upon human society now organized, 
those that follow the train unlimited inflation the currency have 
the most profound effect. brings the people nation through 
every level society endless chain misery and suffering. 


The inflation which made such profound impression upon 
Mr. Vanderlip was that the lawful paper currencies, the 
point extinction nearly throughout the greater part 
Europe. The conditions which existed that time never have 
been paralleled. 

The public generally has good understanding how ex- 
cessive issues paper currency which not gold basis 
will result loss purchasing power, but does nct quite 
clearly understand that there may inflation and depreci- 
ation the case currencies which are gold basis, and 
even the case gold itself. not always understood 
that rising prices and money depreciation are phases the 
same situation—opposite ends the same teeter board. 

This country usually considered have remained the 
gold basis throughout the war and years following, although 
maintained embargo gold exports for some time. 
However, gained gold holdings during the war and were 
practically gold basis; but much credit was issued 
throughout the world, one form another, serve pur- 
chasing power, that depreciated the value gold itself, 
causing world-wide rise prices. 
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way illustration, take our experience during the war 
and the years immediately following: 

had practically unlimited demand for labor and 
materials for industry, backed unlimited amount 
credit, over against limited supply labor and materials. 
The first effect such situation that whatever slack 
had existed the industries taken up; and when you have 
every available worker employed and every machine running 
that about all you can increase production for the time 
being. You have your organization working its capacity, 
and you attempt drive harder you create competitive 
situation which individual employer can increase his own 
output only getting labor materials away from other 
employers, which done bidding wages and prices. 
That what did during the war and came out with 
wage and price level more than twice high the pre-war 
level. 

That inflation, and results wherever the volume pur- 
chasing power, gold paper currency bank credit, 
issued excess the amount which country can absorb 
without rising prices. 

this country use paper currency only for compara- 
tively small transactions. The great bulk our business 
done the deposit and check system. Bank deposits and 
checks constitute the principal circulating currency. There 
are two classes deposits. One class arises the regular 
course business, the sale commodities and services. 
The volume this class deposits comparatively uniform 
because directly related the regular production and 
trade the country. Another class deposits created 
loans. 

When bank makes loan business man takes credit 
for his account, which means increase the bank’s de- 
posits. The borrower will check against it, but his checks will 
deposited other banks; hence, general increase bank 
loans will cause general increase bank deposits and gen- 
eral increase the amount purchasing power circulation. 

The expansion credit this manner limited the 
reserve requirements. Our banking laws require that every 
bank shall keep certain cash reserves against its deposits. Our 
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banking system based upon gold, and the last analysis the 
capacity our banks expand their credits depends upon 
the holdings gold. The reserves are consolidated the 
Reserve banks, that the reserve each member bank con- 
sists mainly credit Reserve bank. That credit may 
replenished supplemented borrowing the Reserve 
bank, but course lending Reserve bank increases the 
burden its own reserves. 


Gold Imports the Basis Inflation 


During the war, when the allied powers were making enor- 
mous purchases this country, they were sending great sums 
gold payment, and this gold entering the bank reserves 
made possible the expansion bank credit which occurred 
that time. That period expansion continued for two years 
after the war was over and culminated 1920, when the entire 
system was expanded practically the limit, including the 
Reserve banks. The situation was strained, with interest rates 
panic level, until finally was eased great deflation 
movement, which lowering all prices reduced the amount 
credit required use. 

There followed period stagnation, but soon another 
gold movement into the country began. Importations gold 
come first the member banks and are turned over the 
Reserve banks Reserve deposits. want you note how 
rapidly the lending power the member banks increased 
the result these importations. The Governor the Federal 
Reserve Board address has stated that, average, for 
$100 deposits carried member bank the Reserve bank 
receives $7.50. That approximately and means that 
one additional dollar reserve will support $13 credit 
$7,500,000 new gold will support $100,000,000 new 
credits. 

the first several years this influx considerable part 
the new supplies was used pay off member bank indebted- 
ness the Reserve banks, but the five years from June 30, 
1922 June 30, 1927, with increase $800,000,000 our 
gold stock, total loans and investments member banks in- 

This however, was not the total increase bank credit, for 
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the non-member banks participated the expansion. The 
total loans and investments all banks the country, member 
and non-member, increased that period amount equal 
times the additions gold. 

These figures give the measure the influence these im- 
ports upon our credit situation and suggest the influence this 
credit expansion upon our business life. 

want point out here that this gold did not come because 
wanted planned for it. came the result 
combination conditions, for none which had any re- 
sponsibility. The trade the world was disorganized, the in- 
dustries Europe were disorganized, and Europe was not 
able maintain her accustomed volume exports. the 
other hand, those countries were under the necessity making 
great purchases the United States, the trade balance was 
heavily against them, they had sold their marketable securities 
during the war, and they had practically means payment 
except their stocks gold. Furthermore, conditions were 
unsettled Europe that everybody who had anything that 
could conveyed America was wanting establish re- 
serves this country. short, the gold came the result 
abnormal social, political and economic conditions 
Europe. The world had lost its equilibrium and spilled its 
gold into our lap. 

This gold influx was the basis the great expansion 
credit that followed. furnished the bank reserves without 
which the expansion credit could not have occurred. 
was coming continuously from 1920 1927. Here the 
fundamental cause credit inflation. 


Inflation Commodity Prices 


The bankers and economists Europe confidently predicted 
credit inflation and price inflation the United States. Some 
them actually advocated policy the dumping gold 
the United States for the purpose causing general rise 
commodity prices here which, they argued, would relieve the 
industrial depression Europe and the end send back all 
the gold thus employed and more with it. 

They were disappointed that rise commodity prices did 
not take place the United States, should have been the 
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case according accepted economic theory. matter 
fact was fortunate for our country that this credit inflation 
did not get into the commodity markets. The difference be- 
tween the state general business today and 1920 due 
the fact that did not get into the commodity market. But 
why did not? 

The explanation lies the fact that our merchants and in- 
dustrialists had suffered such heavy losses the fall com- 
modity prices 1920-21 that they had inclination in- 
crease their stocks inventories. takes buying, usually 
anticipation future wants future values, put prices. 
takes the speculative spirit, and there has been spirit 
speculation among American business men, the commodity 
field, since 1920. From what they have known new econ- 
omies production and increasing capacity for production 
this country, and considering that commodity prices have been 
well above the level 1913, they have had faith any 
theory rising commodity prices. They would have none 
it, and matter fact commodity prices have tended 
downward throughout the years since 1920. And for that 
reason business upon more secure basis today. 


Credit Goes the Security Markets 


How then were these new supplies credit used? 
axiom that cheap money bound find demand some- 
where. found one for considerable amounts real estate 
operations, but the greatest demand did not get fully under 
way until the latter part 1924 and beginning 1925. This 
was the speculative demand the stock market. Bonds and 
stocks had been low price, interest rates short loans were 
low, and was possible buy good bonds and stocks and carry 
them borrowed money less than the returns they were 

For example: throughout the four years 1918 1921 New 
York Central stock was selling around $65 share. was 
paying annual dividends per share, and the market 
price the yield was nearly After 1920, capital was 
accumulating, gold was pouring and enlarging the basis 
credit. the middle 1922 time loans mixed Stock 
Exchange collateral were down per cent and call loans 
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much the time lower. The average renewal rate call 
loans for the whole year 1924 was only shade above per 
cent. 

The public quick take advantage such opportunity 
that borrow money per cent basis and carry 
New York Central stock per cent basis. That gave 
the first impetus the stock market. And when rising 
market gets well under way travels its own momentum. 
able itself attract support; and course, such move- 
ments almost invariably too far. More people things 
because other people are doing them than because they know 
the reasons, and that progressively true bull market. 
The market had occasional setbacks 1925 and 1926, but 
the whole gained confidence the recoveries, until the fall 
1927 something happened. 


Gold Exports and Reserve Policy 


European conditions, the return number countries 
the gold basis and large aggregate foreign loans floated 
this market, there began the largest gold export movement 
since the war. Before ceased, the middle 1928, 
had suffered net loss $500,000,000 the standard metal. 

that time the incoming supplies gold had enabled 
the member banks supply increasing amounts credit with- 


out resorting the Reserve banks for aid, but with gold flow- 


ing outward they were under the necessity resorting the 
Reserve banks order avoid the contraction credit. 
That $500,000,000 came out member bank reserves, and 


that loss had been allowed have its natural effect, the entire 


credit situation would have been involved. The Reserve banks 
met the situation releasing credit, the same time giving 
notice that they had intention supplying credit finance 
any further demands the stock market. 

This declaration was made repeatedly, the discount rate was 
raised January, 1928, again May and again July 
that year and other steps were taken tighten the credit situ- 
ation and prevent the absorption Reserve credit the 
market. member banks were cautioned against allowing 
Reserve credit used the market, and far practic- 
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able they codperated. The figures for brokers’ loans show 
that the first half October, 1929, the loans this class 
held the member banks New York City were greater 
than two years before. 

want make clear that after the outward gold move- 
ment began the banks consistently pursued restrictive policy 
toward loans the market. Indeed they had alternative. 
They did not have the reserves upon which base continued 
expansion. 

The statement made the member banks New York, 
October 1927, loans brokers and dealers for their 
own account and behalf out-of-town banks and 
shows the total have been $3,206,000,000, which the share 
the New York member banks was $1,175,000,000, 36.6 
per cent. October 1929, the total these loans was 
$6,804,000,000 which the share the New York banks 
round numbers was $1,071,000,000, more than $100,000,000 
less than 1927, and their percentage the total was 
against 1927. offer these figures conclusive proof 
that the New York City banks were not for the 
growth brokers’ loans from October, 1927 1929. 

Furthermore, the total borrowings the member banks 
New York City the Reserve Bank New York shown 
the statement October 23, 1929 was only $41,000,000. 
That say, just before the heavy liquidation began, the 
member banks New York City, with aggregate loans and in- 
vestments billions, were using only $41,000,000 Re- 
serve credit for all purposes. 


The Influence High Interest Rates 


The change the situation effected the loss gold, while 
influencing the attitude the banks, did not command the at- 
tention deserved from the speculative public. The market 
was under too much momentum take seriously. The 
market was strong the opinion that could get what money 
needed paying higher interest rates, and proceeded 
demonstrate that theory with considerable success. course, 
known that higher interest rates will attract money. They 


have saying London that ten per cent will draw gold out 
the ground. 
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The manner which money credit responds high 
rates simply illustration the ordinary workings the 
law supply and demand. any commodity short 
supply, that there not enough meet all demands, the 
price naturally rises until part the demand eliminated, 
and equilibrium established the new basis. The people 
who are willing and able pay the price get what they want 
and others without. 

When the market began pay interest rates which at- 
tracted attention began get funds from new sources. For 
number years the New York banks have rendered service 
valued patrons lending funds for them the call market. 
The aggregate such loans reported the banks weekly 
the Federal Reserve Bank New York, divided into three 
groups, for own account,” for out-of-town 
banks,” and for others.” the first statement 
October, 1927, the loans for which item includes 
individuals and corporations, resident New York else- 
where, aggregated $922,000,000. the corresponding date 
1929, these loans for “others” aggregated $3,907,000,000, 
having more than quadrupled. The loans for out-of-town 
banks increased about fifty The two classes increased 
about $3,500,000,000. 

There elasticity all uses credit, particularly over 
limited periods. Nearly every locality can practice economy 
the use credit for time, and with money lending Wall 
Street seven and eight per cent and even higher rates there 
was strong inducement practice it. Savings, profits and 
other free funds, which normally would going into perman- 
ent investments, were attracted the stock market for invest- 
ment loan. the government statistical year ended June 
30, 1929, for the first time twenty years, the aggregate 
savings deposits the United States showed decrease. Every 
part the country was undergoing the pressure rising in- 
terest rates. The market had found way around the 
banking system the original source funds. This the 
outstanding feature this period. 

The high rates for money reached beyond this country. 
They affected all the money markets the world. American 
capital has been important factor the recovery Europe 
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since the war. The first effect rising interest rates was 
stop the flotation foreign loans this market and the with- 
drawal American capital which was temporarily employed 
abroad. Foreign bonds held this country declined price, 
did all bonds, including United States Governments, and this 
induced purchases some extent residents the countries 
where the bonds were issued. This amounted transfer 
foreign capital this country. rates continued rise and 
more was heard profits being made the American market, 
funds began come from all parts the world. Gold began 
flow this country, again, until October 1929, 
had recovered approximately one-half all had lost the 
big outward movement 1928-29. The effects Europe 
were soon apparent. the first five months this year Ger- 
many lost gold the amount $250,000,000, approximately 
thirty-six per cent its gold reserves—a very grave matter 
country needing capital Germany does. The Central 
Bank Germany raised its discount rate per cent, and 
not trusting this rate alone restrict the demands it, en- 
forced arbitrary rationing credit, including many in- 
stances reduction loans. 

The state the money market Berlin May can 
judged the fact that the government the republic that 
month issued 5-15 year loan for amount equivalent 
$75,000,000 with per cent coupon rate and the offering price 
99. attraction big taxpayers, this loan was made ex- 
empt from the property tax, the income tax and estate taxes 
the estate the original holder. Common interest rates for 
well secured collateral loans were ten twelve per cent. 
June, further assist the government and relieve the pres- 
sure, syndicate Berlin banks negotiated from syndicate 
New York banks loan $50,000,000. 

this time practically all countries were taking steps 
some kind prevent further loss gold from their reserves. 
The discount rates fifteen the central banks Europe 
had been raised since the beginning 1929. Our good neigh- 
bor, Canada, thought necessary place embargo gold 
exports, although this meant for the time being abandon- 
ment the gold standard. The Montreal exchange rate 
New York, ordinarily about one per cent, rose high 
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Argentina, after losing $65,000,000 gold 
New York since January concluded that self-defense was 
the first law nature and followed the example Canada 
placing embargo gold exports, least upon shipments 
the United States. 

The Bank England lost the equivalent $150,000,000 
gold between the middle last June and October 
all these exports came the United States, and this true 
also the German exports. The movement the United 
States was the dominating influence everywhere, but caused 
general readjustment European holdings. 

The Bank England discount rate had been raised from 
per cent February, and further increase had been 
anticipated for some time, when was raised September 
which almost panic rate London. showing 
something the tenor comment London the time, 
will read extract from editorial the London 
well-known and reputable financial journal, under the date 
September 28, 1929: 


Our own difficulties arose directly out the abnormal conditions 
obtaining the United States. British funds flowed New York 
order profit the high rates obtainable the call loan market. 
America ceased lend the Continent, and the credit accommodation 
previously supplied America such countries Germany was, 
part least, found London. Moreover, foreign balances held 
London were withdrawn order more remuneratively employed 
New York and Berlin. 

The Bank rightly considered itself protecting the interests 
Europe against those the United States resisting for long 
was feasible the pressure sterling exchange. addition, was, 
its stand, fighting for the interests domestic trade and industry whose 
recovery must some extent impeded high money rates and 
lack stability credit conditions. 


The effect advance central bank rate tight 
money market raise the general level market rates, be- 
cause such time any increase the supply credit must 
come from the central institution. The London situation was 
disturbed the time the failure issuing house some 
importance, and the general situation regards British and 
European funds New York was such cause the action 
the Bank have the maximum effect. The advance the 
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rate was immediately followed depreciation New York 
exchange, which showed that funds were being transferred 
important amounts away from New York. London was sell- 
ing and withdrawing loans and the Continent was doing like- 
wise. this withdrawal foreign funds found the 
immediate cause the break the securities market which 
came October. The market had been absorbing credit 
higher rate than the whole world could supply it, and 
course this pace could not maintained indefinitely. 

have sketched the conditions out which developed the 
inevitable expansion bank credit the basis gold imports 
and the successful manner which the stock market supplied 
itself with funds after the banks had been forced adopt 
restrictive policy. This the story outline. There are 
some phases the situation upon which would like com- 
ment further, and particularly the criticism that has been 
directed Reserve policies. 


Federal Reserve Policy 


surprising that many people should have forgotten 
the fundamental purpose for which the Reserve system was 
established. 

The old banking system was lamentably, disgracefully, weak 
every period strain. every period prosperity the 
great body the banks, influenced competitive conditions, 
would become extended the limit, and when such period 
ended crisis, usually did, there were reserve re- 
sources anywhere strong enough deal with the situation. 
every crisis the banks, instead acting system, standing 
together, would pull apart, and the whole credit situation 
would collapse. 1907 the banks from the Atlantic the 
Pacific suspended cash payments, and virtually shut shop 
until they could liquidate sufficiently begin again. 

The panic 1907 prompted the establishment the Reserve 
system. The purpose was consolidate the scattered banking 
reserves the country few strong institutions, known 
Reserve banks, whose chief function, the name implies, 
was the management the reserves with view pro- 
tecting, supporting and stabilizing the entire banking and 
business situation. The use which these banks could make 
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the funds their care was clearly and sharply restricted. 
They were used only for short loans aid financing 
the seasonal turnover trade, and not all for financing 
investments. The reason for this apparent discrimination 
that credit wanted for moving the crops for financing spring 
fall trade limited amount and soon released, whereas 
there end the amount credit which may tied 
financing stock and bonds, nor the length time may 
held. The Reserve Act was drawn with the intent setting 
apart fund devoted Reserve purposes, and safeguarded 
that never could drawn upon and possibly exhausted 
great speculative movement. 

Furthermore, the Reserve system itself has had some exper- 
ience with boom period—an experience carrying very valu- 
able lesson. The system had scarcely been established when 
the war broke out, and about two and one-half years later this 
country entered the war. The Reserve banks were authorized 
lend United States bonds and notes and they quickly be- 
came the principal agency the Treasury financing its 
needs. result they came out loaded the 
guards with rediscounts, secured Liberty bonds. 1920 
the country experienced credit crisis, followed great de- 
flation prices, and many you will remember the storm 
criticism that fell upon the Reserve banks for their failure 
that crisis render the aid that was expected them. 

But, how could they assist anybody? They were their 
necks the situation themselves! The strength Reserve 
bank its reserves, and these institutions had surplus re- 
serves. They were the same fix the other banks which 
were wanting help from them. They had nothing put into 
the situation, but were under the necessity collecting their 
outstanding credits before they could grant new ones. 

view this experience what possible defense would have 
been available the Reserve authorities they had allowed 
Reserve credit become important factor that increase 
brokers’ loans from $3,000,000,000 $8,500,000,000 the 
last two years and half, and how much worse might the situ- 
ation have been the last week October, 1929, fact, 
and the knowledge the public, the Reserve banks had 
been deep that situation 
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effort was made provide credit for trade and industry 
and keep out other uses. The Reserve banks released 
credit quite freely the fall 1928, but unquestionably the 
stock market received indirect assistance thereby. money 
market cannot divided into watertight compartments, and 
Reserve credit cannot released for any purpose without 
some extent affecting all divisions the money market. 
release for one purpose may set credit free for wholly differ- 
ent purpose, and, the last analysis, the Reserve banks in- 
tend control their own reserves they must control them abso- 
lutely and business all kinds must adjust itself the 
conditions. 


Reserves the United States and Great Britain 


this connection, let add that mistaken idea has been 
widely held the effect that the reserves our Reserve banks 
have been extraordinarily strong comparison with the bank- 
ing reserves other banks issue. hasty inference has 
been drawn from the fact that the reserve percentages pub- 
lished weekly frequently have been around percent. These 
percentages relate only the direct liabilities the Reserve 
banks, and should considered that these serve practically 
the only reserves all the banks. Before the Reserve banks 
were established, the National banks New York City were 
required each carry cash reserve Now the 
lawful requirement that they shall have reserve credit 
per cent the Reserve banks. 

Much has been said also the government’s reserve against 
gold certificates, but take the figures for that reserve to- 
gether with those for the reserves the banking system, and 
reckon them against all the credit currency and bank de- 
posits the country, the reserve percentage over the last two 
years has been not per cent, but between and per cent. 

The United States and Great Britain are the two countries 
which the use bank credit most highly developed, and the 
percentage gold reserves all currency and bank liabilities 
lower these countries than any other country. 

impossible make exact comparison the reserves 
the two countries, because the most complete banking statis- 
tics for this country are based upon reports June 
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each year and comparable figures for Great Britain can had 
only December each year. However, this does not 
prevent fairly correct comparison. About one year ago 
made set figures which showed that June 30, 1928, 
the United States percentage was 6.46 and that December 
31, 1927, the Bank England percentage was 6.19. have 
recently made another calculation which shows that June 
30, 1929, the United States percentage was 6.79, while De- 
cember 31, 1928 the Bank England percentage was 5.55. 

must considered that Great Britain comparatively 
small country, that branch banking prevails, with about per 
cent the banking business the country handled five 
banking institutions. hardly can said that the gold re- 
sources our Reserve banks are relatively stronger than those 
the Bank England. 


Hesitating Policy 


think there can serious disagreement with the propo- 
sition that the Reserve banks are right the general policy 
protecting their reserves and preventing their resources from 
being drawn-away into employments outside the scope the 
Reserve Act. 

Another class criticism has been directed the Reserve 
authorities, parties who the main have been their stout 
defenders. refer comments the effect that they might 
have obtained effective control the money market during 
and following the great export gold movement 1927-28 
they had moved more decisively. The point made that the 
system went farther than was judicious releasing credit 
the fall 1927, offset the gold exports, and that raising 
the discount rate per cent time January, May and 
June, 1928, allowed the market become accustomed each 
change before the next occurred, thus losing decisive effect. 
This now has become case judgment long after the fact. 
quite probable that were all done over the 
light today the action the authorities might different. 

only fair also take into account all the conditions 
existing the first half 1927 and the first half 1928. 
was period declining business activity and increasing 
unemployment. Much anxiety existed how serious the 
[560] 
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depression might become. These conditions could hardly fail 
have some weight the authorities confronted the question 
raising interest rates. may presumed that there was 
balancing considerations—on the one hand the disadvant- 
age higher rates business and the other the need for 
repressive influence upon the rising tide speculation. 


The Lesson 


fair conclusion that the Reserve authorities expect 
control credit inflation they must act decisively the early 
stages its development, before obtains headway enough 
indifferent moderate increases interest rates. More- 
over, they must have the not only the banks but 
the public, for have seen that when great inflationary 
movement gets well under way that will outbid regular 
business with its offers for money, vast sums will transferred 
from the control the banks directly the market. 

The greatest lesson all from this crisis that banking 
control over credit effective only within narrow limits. All 
the laws and rules that may provided for the regulation 
banks will avail nothing the public which holds the final 
control over bank deposits elects exercise that control itself. 
Here again, often endeavoring deal with the prob- 
lems democratic society, find that order and progress 
are dependent upon understanding and among the 
people themselves. 
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THE PRESENT BUSINESS SITUATION 


HON. HERBERT LEHMAN 
Lieutenant Governor the State New York 


not going attempt explain analyze the recent 

very substantial selling securities and the attendant 

price decline through which have just passed. 

are still too near the event itself permit detached, in- 

telligent viewing the situation proper perspective. 

think shall better, for the time being, look the 

future rather than the past, and intend therefore simply 

give few impressions and thoughts bearing the industrial 
and mercantile prospects the country. 

The decline securities has been sharp that there has 
become implanted many minds the thought that there 
may resultant extended period substantial business and 
industrial depression. said the dinner the Credit Men’s 
Association, nearly two weeks ago, that did not believe this 
would the case, assuming, course, that collectively use 
common sense and still retain that optimism. That 
business will affected some extent the huge security 
losses probably fact, but the situation properly and in- 
telligently and constructively handled, not believe that 
any possible trade recession will assume serious proportions 
more than short duration. There are too many construc- 
tive and hopeful factors the situation justify any pessi- 
mistic outlook this time. 

have emphasized, however, and again wish emphasize 
the need constructive and intelligent individual and group 
action. Both the severity and duration any possible trade 
recession will, believe, directly proportion the con- 
structive leadership and constructive business sense shown 
the bankers, merchants and manufacturers this country dur- 
ing the next few months. The present situation fortunately 
differs fundamentally from others that have occurred least 
within the memory the present generation. Periods de- 
pression industry ordinarily come result (a) inflation 
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merchandise inventories commodity prices, (b) 
serious money stringency. The present situation obviously 
not the result either factor. Certainly, the time when 
serious decline security values commenced, merchandise in- 
ventories throughout the country were reasonable and 
equally true that commodity prices had element 
inflation, and, anything, were too equally obvious 
that the present time there not only money stringency 
but the deposit banks generally are liquid and strong cash 
resources any time for many years past, and anyone en- 


credit may obtain reasonable cost. 


confident, therefore, that the industrial and financial 
structure the country fundamentally sound and mis- 
takes are avoided and constructive action advanced need 
have substantial fear the future. Speculation has come 
out stocks but there speculation that needs come out 
business.” cannot afford, however, proceed along 
haphazard lines, depend too greatly the efforts 
others, governmental authority. Prosperity does not come 
just for the wishing. does not come through dicta. does 
not come through consultation and conference alone, valuable 
these undoubtedly are. must the result community 
effort, intelligently applied and directed. Government can 
lead, inspire and effective action, however, 
situation this kind must come alike from manufacturer and 
worker, farmer and consumer, merchant and banker. 

shall address myself first the consumer, because, after 
all, consumption the keystone which trade and industry 
are erected. One cannot, course, disguise deny the fact 
that the buying power considerable number people has 
been curtailed security losses, and yet relation the 
population this country that number The publicity 
which these losses have received, however, and the unreason- 
ing fear future developments, may have psychological 
effect far wider circle than those who have been directly 
affected security losses and accordingly, the situation 
not viewed properly, might conceivably affect their willingness 
continue their normal purchases this time. This bad 
psychology, bad business and bad morals. One neither ex- 


pects nor wants anyone buy unnecessarily beyond his 
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her means, but certainly those who have the financial ability 
legitimately satisfy their requirements and desires both for 
necessities and luxuries should not hold back purchases fail 
carry out commitments this time. can only 
result increased and unnecessary unemployment and ad- 
versely affect their own personal financial interests and the in- 
terests the whole country. Under circumstances 
advocate spending merely for the sake spending. That 
would wrong and wasteful, but should the fashion and 
practice those who can afford buy and pay continue 
exercise their purchasing power for merchandise where 
chandise can used advantage. 

Manufacturers and merchants, while exercising proper cau- 
tion making fresh commitments, should, regardless effort, 
maintain interest new styles and fresh merchandise. 
merchandise” today longer narrow term; applies 
automobiles, kitchenware and refrigerators well 
women’s wear. The consumer’s interest must maintained 
intelligent sales promotion, attractive sales display and 
adequate advertising. 

Obviously, trade and industry are based credit. 
have said before, the financial situation the country 
easy that every merchant and manufacturer responsibility 
and standing will able obtain, reasonable rates, such 
credit may necessary for the conduct his business. 
this score there can question, opinion. That, 
course, will take care the sound manufacturer and merchant. 
large portion, however, our distributing merchandise 
has recent years become increasingly dependent credit 
not furnished directly the banks. therefore important 
that the credit lines given the small dealer, the distributor 
and the consumer himself, merchant and manufacturer, 
not curtailed. Discretion and common sense must used 
the manufacturer and merchant the granting credits 
just the same the purchasing raw materials and the 
creating inventories, and yet, opinion, courageous, 
liberal policy credits manufacturers and 
merchants should maintained, that consumption may 
retained satisfactory level and mass production low cost 
assured and accelerated. 
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Every effort should made maintain and develop the 
export trade this country. few months ago was frankly 
pessimistic over the outlook for the maintenance America’s 
export trade. felt that many reasons made unlikely 
realization. The present situation, however, obviously helps, 
not handicaps, the export movement because the buying power 
and disposition European countries has been, will be, in- 
creased. the first place, because the lowered interest 
rates and other reasons there have been large withdrawals 
capital foreign countries, making that money again avail- 
able for use abroad. Easy money should again make available 
funds from this country for investment abroad, particularly 
the way financing public improvements, 
sive production here, with possible lowered prices some lines 
merchandise, will again provide attractive opportunities 
foreign buyers. Probably means must found finance, 
temporarily least, certain foreign purchases, but the main- 
tenance, and possible the further development, our export 
trade important that banker and manufacturer must co- 
this respect and must secure outlets for our 
merchandise through the granting legitimate credits the 
same degree and manner that foreign countries have found ex- 
pedient for the past several decades. Steps 
will not only valuable now but have constructive usefulness 
the general larger scheme our export trade the years 
come. 
paramount importance, opinion, will under- 
standing attitude capital toward labor. important 
that employers all lines, except where overproduction 
marked, should take steps toward the reduction working 
forces, and equal importance that situation that may 
arise used excuse for the reducing wages the 
lowering working conditions. Nothing could unsettle gen- 
eral conditions more than hurried and wholesale discharge 
workers, the attempt take advantage situation 
reduce wage scales. The buying power the country would 
obviously immediately adversely affected and there would 
develop sense resentment and unrest which would take 
very long time have suffered from many eco- 


nomic fallacies the past few years, and have 
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substituted new theories and experiments for economic prin- 
ciples which had stood the test over many generations. One 
theory, however, comparatively new because goes back only 
dozen fifteen years, has proven itself experience, test 
and common refer the economic gain the country 
through fair wages, reasonable working conditions, and attend- 
ant increased productivity. The country can never willingly 
take step backward this regard. 

believe that much can and should done the federal 
and state governments well municipalities speed 
their construction programs. not favor any time ex- 
cept specific emergency (which not confronting now) 
building governmental divisions just for the sake build- 
ing. This wasteful, unsound economically, and must time 
inevitably react adversely the community. There are, how- 
ever, every government unit, federal otherwise, great 
many construction projects which are recognized absolutely 
necessary highly desirable, and which the ordinary course 
would carried over fixed period time. refer for 
example many projects this state which are clearly shown 
essential for efficient and orderly government, for the 
improvement the health, happiness and prosperity the 
people. These projects, far resources and provision 
law will permit, should speeded up, that benefit may come 
the country from increased employment and increased pur- 
chase materials. 

certain that the State New York will not only main- 
tain but increase, far may, its construction program 
during the coming year, laying particular emphasis the 
building and maintenance roads, the construction hos- 
pitals and prisons, and similarly greatly needed and service- 
able undertakings. These will made possible through in- 
creased budgetary appropriations out current funds, as, 
course, bond issue is, can be, made available, without 
referendum the people the state. 

Finally, much constructive work common carriers and 
other public service agencies, well private enterprise, 
has undoubtedly been postponed delayed the recent past, 
because high interest rates, and the difficulty securing 


economical financing. The substantial easing interest rates 
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again makes governmental, municipal, railroad and other 
public utility financing practicable and attractive and will, 
confident, lead the satisfying construction require- 
ments delayed least part for some time past. 

believe that the recent orgy speculation this country 
has been real detriment world trade. The lure huge 
profits the stock market and the abnormally high interest 
rates which have ruled this country for the past two three 
years have drawn into our security markets money that would 
otherwise have been used for the development industry here 
and abroad. 

With the coming again low money rates, easy credits, 
and the flow money back into trade and industry, think 
that may the eve world trade revival really 
great proportions. From such revival shall undoubtedly 
profit substantial degree. may not come within the 
next six months even year, but means certain 
that, large way and terms world industry and world 
trade, the recent decline the security markets may not prove 
actual great and constructive benefit this country 
and the world large. 

The situation sound that, granting have prover 
leadership the future have had the past, providing 
all elements our industrial and trade lines trade 
and industry require stimulation. All that they require 
sound, constructive effort the part all. 
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SPECULATIVE ASPECTS RECENT ECONOMIC 
DEVELOPMENTS 


FRANZ SCHNEIDER, JR. 
Financial Editor, The New York Sun 


topic for discussion, speculation seems dangerous 
politics religion. Most current discussions 


the subject are notable for the heat generated rather 
than the light shed. And this despite the fact that 
tion inherent element the system private property 
and modern business, and that has existed ever since primi- 
tive man produced more than his needs the day required. 
The functions and value speculation are well recognized 
economists. The professional speculator helps shoulder the 
risks business and helps provide continuous market 
which investors can buy and sell and which banks can rely 
for determination values and maintenance liquidity 
collateral. Speaking broadly, much the progress the 
world has been based speculative activity. Most 
would agree that this continent would never have been dis- 
covered investment basis. The penetration the 
Alleghenies and the settling the Middle West was, after all, 
distinctly speculative enterprise. Speculation may ex- 
cessive insufficient; its judgment future values may 
mistaken correct may indulged persons qualified 
unqualified. The institution capable abuse; but its 
place our economic system secure. 

the present instance, severe controversy has raged for 
several years over the speculative implications the bull 
market stocks. this market has represented nothing 
but the product frantic and unintelligent speculation. 
others has seemed but reflection existing prosperity. 
still others has appeared but the forerunner much bigger 
and stronger markets. Again, the latest phase decline 
regarded some critics the inevitable collapse after 
period exceptional speculative mania. others repre- 
sents nothing but the success long last two-year effort 
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the Federal Reserve Board undermine confidence 
values. When comes placing blame for what has hap- 
pened, the positions taken reflect every variety bias. Cer- 
tainly the bitter controversy the past few years has not tended 
promote clear thinking judicious conclusions; and 
would premature assume that the recent break prices 
has settled the question values any more permanently than 
did the antecedent rise. 

Under the circumstances pertinent review briefly the 
developments the past few years and consider just what 
mean speculation relation them. The broad up- 
swing stock prices that has just culminated may con- 
sidered have started 1927. Industry then was reacting, 
more particularly the second half the year, after culmina- 
tion the prosperity 1926. the autumn the Federal 
Reserve authorities reduced the system’s discount rates 
per cent basis, injected credit into the market large 
scale and helped initiate gold export movement that even- 
tually carried half billion dollars’ worth the metal abroad. 
With money rates low levels stock prices and brokers’ loans 
rose despite the decline industrial activity. 

upturn industry made its appearance early 1928 
and this movement continued strongly until last summer. 
Before its end, this upswing brought new high records busi- 
ness activity and remarkable increase profits. During the 
first six months 1929, for example, the net profits 300 in- 
dustrial companies, tabulated the Standard Statistics 
Company, increased 33.6 per cent over those for the first six 
months 1928. The corresponding gain for railroad com- 
panies was 36.5 per cent; and that for utilities was per 
cent. But back the close 1927, Federal Reserve 
credit having then reached new high levels for the period 
since the post-war deflation, the authorities decided reverse 
their policy. During the first half 1928 discount rates 
were marked rather hesitatingly five per cent. money 
grew dearer the bond market became depressed and ended 
four-year bull movement; but rising business kept stocks 
forging ahead. the late summer 1928 Federal Reserve 
policy again was modified and admittedly excessive amount 
money was put into the market through the route. 

[569] 


| 
> 
+ 
+ 
y 
AS 
5 


118 BUSINESS, SPECULATION AND MONEY 


the end 1928 the volume Federal Reserve credit had 
risen still and the first half 1929 witnessed struggle 
between the New York Reserve Bank, which wished raise 
its discount rate, and the Reserve Board, which refused 
permit the advance, which clung ineffective warning” 
policy and which insisted against member 
banks control the distribution credit. The Board appar- 
ently thought could keep business the upgrade, starve 
out the call money market and put down the stock market 
The attempt failed, and high call rates 
attracted money from all over the world. However, deflation 
Federal Reserve credit through heavy sales acceptances 
during the first five months finally brought general liquid- 
ating movement May that sharply affected the price farm 
products. Thereupon the authorities prepared again enter 
the acceptance market the buying side and August 
reached compromise whereby the New York bank was al- 
lowed raise its rate six per cent but the same time 
lowered its buying rate for Meanwhile the bond market 
had remained depressed under the influence high money 
rates while stocks continued sustained reports 
record-breaking earnings. 

Without attempting decide whether not the general 
liquidating movement May affected the business situation, 
may pointed out that the industrial upswing, which had 
run strongly for year and half, reached its peak midyear. 
The steel industry then operated full capacity, which 
wholly unusual for the summer season, railroad car loadings 
set new high records and the automobile industry finished the 
greatest half-year history. autumn approached the pace 
slackened early September operations the steel industry 
had percent. early October the rate was down 
per cent. Late November was about per cent. 

for stock prices, the advance achieved between midyear 
1928 and midyear 1929 was not remarkable view the 
big profits that had occurred. the average, in- 
dustrial stocks rose about per cent; rails about per cent. 
The corresponding increases industrial and railroad earn- 
ings were, have seen, and per the 
very culmination the business upswing violent bull market 
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utilities made its appearance. Between June first and the 
end September number leading utility shares doubled 
price. This movement represented strong exploitation 
the market possibilities the holding-company situation. Its 
occurrence seriously weakened the position the whole market. 

addition, another disturbing development was coming 
head. This was the issue new securities mounting 
scale. Back 1922 and 1923 flotations amounted about 
five billions year. 1926 the total had risen about seven 
and half billions. 1927 jumped approximately ten 
billions. During 1928 held the same level. this con- 
nection interesting recall that was 1927 that 
brokers’ loans began their rapid increase. any event, new 
issues for the first half 1929 broke all previous records, 
amounting billions. June issues aggregated $790,- 
000,000, those for July $940,000,000 and those for August 
$868,000,000. September the extraordinary total 
$1,615,000,000 was reached. this month the decline 
stocks began nevertheless brokers’ loans rose, according the 
Stock Exchange tabulation, $670,000,000. Even 
October, with the market decline full swing, new offerings 
amounted $877,000,000. Furthermore, the totals were 
swollen the boom promotion investment trusts and 
trading companies and heavy issues new stock share- 
holders existing corporations through issue rights. For 
the ten months, new capital issues amounted $10,575,- 
000,000. this total, domestic common stocks accounted for 
$4,694,000,000. Financing investment trusts and trading 
and holding companies aggregated $2,440,000,000 which 
$1,351,000,000 was offered July, August and September. 
For September alone the total was 

The stock market staggered under the impact this new 
financing. The decline during September was orderly and the 
volume trading was moderate; but the benefit secured from 
liquidation outstanding securities was more than offset 
heavy subscriptions new issues came due. October the 
decline quickened but the market continued step down 
orderly fashion until the turnover the Stock Exchange 


statistics new issues are taken from the Commercial and 
Financial Chronicle. 
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reached six seven million shares day. must re- 
membered that the existing ticker system was designed 
handle 3,000,000-share markets. printing volume 
was made suffice for about 4,000,000 shares. But beyond 
that the ticker began fall hopelessly behind the market. 
volume increased further the supplementary telephonic quota- 
tion system from the floor also passed out operation and 
during the crisis reports executions orders lagged far 
behind, some cases days even weeks. Meanwhile the 
trading public was left the dark reporting facilities, in- 
stead expanding flexibly accomodate the press business, 
broke down and aggravated the selling. The only effec- 
tive orders were those placed the and the mass- 
ing these time when intelligent buying was impossible, 
brought perpendicular declines. The Exchange longer 
was providing continuous market; buyers and sellers 
longer were being brought together rational fashion. 
was this situation, and the attendant destruction public con- 
fidence, that the banking group organized itself mitigate. 
Brokers properly insisted that margins kept good and the 
sharpness the decline, even with fifty per cent margins, 
forced additional selling. Finally prodigious 16,000,000- 
share session brought the greatest confusion and disclosed the 
inadequacy not only the tickers but all the brokerage and 
banking machinery for handling such volume Stock Ex- 
change business. the old days had money panics due 
the inflexibility the country’s banking system. Creation 
the Federal Reserve System remedied that situation. the 
present instance have had stock market panic because 
the inflexibility trading and reporting facilities. This 
statement does not mean that thoroughgoing readjustment 
speculative positions was not the cards; such readjust- 
ment plainly was due. But need not have been severe 
but for the breakdown reporting facilities. impressive 
demonstration was given the proposition that real market 
cannot maintained unless people know the prices which 
things are selling. Fortunately, the end, natural forces, 
aided the steadying influence the banking group, restored 
equilibrium weak holders were eliminated and low prices 
attracted strong investment buying. 
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Reviewing the record briefly, find that are concerned 
with eighteen months’ upswing business that terminated 
new high records for activity, coupled with what now seems 
clearly have been overissue new securities. The 
summer boom utilities was unfortunate both timing and 
magnitude; and the reaction stocks was exaggerated into 
panic proportions inadequacy reporting facilities. 
while during most the period there was dissension within the 
Federal Reserve System, the Board being unwilling allow 
the regional banks follow orthodox rate policies and in- 
sisting policies its own that proved ineffective. The 
whole business machine attained what, for the moment, was 
probably too fast tempo. 

Under the circumstances serves useful purpose heap 
all the blame the margin trader attribute our troubles 
merely speculation—unless that term expanded include 
all errors judgment committed consumers, industrialists 
and bankers. Speculation plainly was present but was un- 
doubtedly the result and not the cause the fluctuations 
values. fact, the margin trader has been pretty roughly 
used and has some cause for complaint. was not respon- 
sible for the uncertainties Federal Reserve policy and only 
partly for the overissue securities; but paid the penalty 
for both. was operating margins that were considered 
very conservative; but his hour trial was very nearly 
deprived market which sell. 

However, such sympathy for him should not obscure the 
fact that many persons speculated who were not qualified 
assume the risk-bearing function and that many committed 
themselves amounts disproportionate their other re- 
sources. Professor Emery, one his clear expositions 
the divided speculators into three groups. the 
first placed the professionals with large capital. honest 
speculators this type gave full approval. the second 
class placed men some means and judgment who, while 
regularly concerned with some other business profession, 
are inclined use small part their means attempts 
make good turn the market. this approved pro- 


Henry C., Speculation,” Every-day Ethics, Yale University 
Press, New Haven, 
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vided the man stayed within his means and did not let his 
speculation interfere with performance his full duty his 
major calling. think will all agree that this proviso has 
been violated rather freely during the past year. the third 
class placed men who have neither the character nor the 
means take chances. included the great group 
small gamblers who feverishly try get rich quick. Specu- 
lation members this third class, pointed out, de- 
structive standards work and saps the very spirit in- 
dustry which economic welfare depends. 
Regrettable the losses suffered this class are, un- 
wise exaggerate the part played bringing the recent 
collapse. would distract attention from more 
important considerations. The country was experiencing 
extraordinary prosperity, perhaps bit too extraordinary, and 
was this prosperity that was primarily responsible for the 
rise stock prices. Many last June’s prices would have 
been justified business had gone increasing the rate 
the previous year Actually, the upswing halted 
just when reached the stage which danger inflation 


commodity prices began threaten. The current recession 
has removed that danger and relatively brief period rest 
and recuperation should leave business excellent condition. 
still have the strongest and most promising situation the 
world. Within our borders have the greatest collection 
natural resources and the greatest area unrestricted trade 
the world. Our population has been naturally selected from 
the most vigorous and most enterprising elements the old 
may account, incidentally, for its speculative 
tendencies. Our industries and transportation system are ex- 
tremely efficient and are wonderfully strong financial con- 
dition. Certainly their securities are least par with 
those any other country. And despite the events the past 
two months, the country has tremendous capital fund that 
constantly replenishing itself. also has what lacked be- 
fore the war—a flexible central banking system. Surely this 
solid foundation. 

for the immediate situation, there little liquidate 
business, while the liquidation the Stock Exchange and 
brokers’ loans has exceeded anything any reasonable critic can 
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have had mind. Money already becoming cheap; will 
unnecessary wait for the slow liquidation swollen in- 


and the thawing frozen credits that follows periods 


business inflation. The process industrial readjustment 
has been going for several months. any further time 
that may needed for recuperation, for digestion recently 
issued securities and for accumulation fresh capital resources 
thought may given the problems disclosed the phase 
the cycle that has closed. Not the least these the need 
for permitting the Federal Reserve Banks act promptly 
according the requirements credit conditions their 
particular districts and accordance with orthodox principles. 
Then too, bankers and corporation heads can consider the prob- 
lem preventing overissue stocks, the technical indications 
saturation evidently being somewhat different than the 
case bonds. The dangers involved the market possi- 
bilities the holding company and its subsidiaries also should 
receive careful attention. And the Stock Exchange clearly 
will wish give renewed consideration the serious matter 
providing facilities capable meeting, during periods 
stress, the needs the great market for securities created 
extension its ticker system throughout the country and 
steady increase the number and volume securities listed 
for trading. addition, may hope that there will 
adequate volume the right kind speculation, engaged 
properly qualified persons, both sides the market, 
end that prices may closely possible reflect ever- 
changing values. 
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